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Overview and Introduction

Purpose and Scope of the Publication

The articles in this book address aspects of the fiscal dynamcs

and spendi ng decisions of Canada’s two territorial governments—

the CGovernment of the Northwest Territories (GNWT) and the Yukon

Territorial Covernment (YTG). The publication is not intended to

be a conprehensive review and analysis of this conplex area. Its

purpose is to help define a context and some possible frameworks
for analysis, and to provide an exam nation of some key issues,

t hereby encouraging greater understanding and debate
Since many of the articles straddle a range of topics, they

are difficult to categorize under a single heading. They have

however, been |oosely organized, according to the donminant thene
or focus, as follows:

1) discussion of territorial political and administrative
evolution and related inpacts on spending powers, decisions
and outcones (Cunningham and Di ckerson, Dacks, Sorenson);

2) exploration of general economic, political, and policy
contexts for territorial government decision making
(Jull, Mal one, MacArthur);

3) exam nation of nmjor determnants of fiscal relations,
including formula financing, resource revenues, and division

(Smith, Guertin, Young, Heidenreich)

4) substantive analysis of economc developnent initiatives and
government spending inpacts (Aird, Duerden, Moll, Franks)



The purpose of this introductory chapter is to identify some
of the key themes that thread these articles together, and to
flesh out several inportant issues not addressed explicitly or in
detail in the articles thenselves. Wile both territories are
di scussed, nore attention is focused on the N.W.T., with its
particularly high per capita government expenditures (refer to
Figure 34 in the Appendix for a conparison of federal government

transfers per capita), and its unique political system

[I. The Cimte of Territorial Government Decision Mking

Cynici sm asi de, no government operates in a vacuum  Decisions
about policy, priorities, and spending reflect biophysical,
denmographi c, socio—cultural, political, and econonic

envi ronnments.

1. Biophysical, Denmographi c, and Cultural Factors

Pressures on the territorial governments resulting from unique
biophysical and denpgraphi c factors--vast area, sparse
settlement, high birth rate, severe clinmate, unconventional
resource base, limted infrastructure, etc.—are fanmliar to
anyone with even a passing interest in the North. They are
particularly significant for the Northwest Territories (N.W.T.).
Cul tural dynam cs--such as those related to the large (in the
N.W.T., npjority) aboriginal population, the continuing

i mportance of traditional culture, the forces of change



introduced by southern white society, the differing aspirations
of white versus native, young versus old, and transient versus
permanent residents—are also fanmiliar, though not well
under st ood.

Interest in politics is conditioned by culture. In the
North, those nost integrated into the dominant culture will have
a greater awareness of and access to the political structures
whi ch have been transposed there. A large proportion of native
northerners, living in snmall and remte comunities, continue to
conpose a relatively alienated subculture. The cultural roots of
alienation are no doubt reinforced by the fact that the current
resource base and infrastructure in the North is inadequate to
enabl e widespread participation in, and benefits from an
industrial wage economy. On the other hand, unlike nmuch of
Canadi an political culture (characterized by a tendency to react
to governnent initiatives), northern native politics has been a
proactive force in the shaping of government initiatives over the

past decade.

2. Political and Fiscal Autonomy

Clearly, federal-territorial divisions of power and

responsi bility, and the ongoing process of political and

adm ni strative devolution to the territories, are also central to
the context in which the territorial governnents operate
Territorial government autonomy, both political and budgetary, is

a key contextual theme throughout this volume. Though revenue



dependence on the federal governnent remains high, increasing
political autonony in the North is being reflected in the
dimnished role of the federally appointed commissioners, and in
greater territorial spending discretion via formula financing and
programe devolution. Snmith exanmines the background mechanics
and inpacts of forrmula financing, particularly in the Yukon,

while Guertin looks at its future from the perspective of the
GNWT.

As this significant devolution of spending powers and
programmed to the territories denonstrates, budgetary autonony
may be disengaged from fiscal ‘viability”. In other words, the
territorial governments have acquired a large measure of contro
over spending even though they directly raise only a relatively
smal | proportion of their budget. The federal governnent,
however, has recently become nore vocal in its opinion that “the
political aspirations of the Yukon and the Northwest Territories
are bound absolutely to the ability of the northern econony to
gener at e employment”.!

On the heels of the Meech Lake accord, this econom c self-
reliance prerequisite casts long shadows over the ultimte
“political aspiration” of provincehood. On the other hand, Dacks
holds that the territories have made significant strides toward
provinci al -type powers, and can continue to work toward virtual
full autonomy and responsibility, irrespective of constitutiona
stat us. It is inportant to recognize, though, that from the

federal perspective, part of the inpetus for devolution is to
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divest itself of responsibilities that in recent history have
carried a rapidly escalating price tag. Formula financing, for
exanple, relieves the federal governnent of some of its politica
responsi bility for decisions about the financing of the
territorial governments, because it provides a mechanical basis
of calculation. The territorial governments now bear the
political responsibility for allocating the budget and hol ding
costs down. None the less, the federal government continues to
mai ntain ownership and control of land and the econonically

i mportant non-renewabl e resource (mnerals, and oil and gas) of
the territories.

The territorial governments, and particularly the GNWT,
argue that a northern energy accord that grants the territories
direct oil and gas revenue-raising ability could be a key factor
in fiscal and political independence.?2 The GNWT want s
responsibility for the disposition and administration of oil and
gas rights; regulatory control of oil and gas activity; the right
to determine and collect resource revenues; and nanagement of
northern econonmic benefits. These provincial-type
responsibilities for onshore resources would be conplenmented by
shared responsibility offshore.

Sorensen’s perspective on the sophistication in structure
and role of the N.W.T. Legislative Assenbly suggests a readi ness
to handle such responsibilities. Jull’s article, however,

i ndi cates a sceptical perspective on the political dynam cs of

the devolution of resource control, particularly in ternms of



conflicting white-aboriginal interests. Young's analysis of the
impacts of oil and gas revenue dependency on Al askan public
policy and fiscal dynanmics is also a note of caution against
over-reliance on a single, volatile revenue source.® The
difficulties and potential dangers of pursuing rapid economc
growth to satisfy the economc self-reliance “precondition” of
political independence should be considered. The nassive |and
area and snall population of the territories is also an argunent
for the retention of sone form of ongoing federal (national)

interest.

3. Factors Affecting Distribution of Power within the N.W.T.
Anot her potential nmjor inmpact on decision nmaking and spending in
the N.W.T. is division. Although the initiative has not yet
recovered fromthe el event h-hour failure of boundary negoti ations
in late 1986, nmany still feel that division is inevitable. Jull
explores some of the rationale for and sources of resistance to
division, while Heidenreich, integrating estimates from a range
of sources, provides a conprehensive overview of the cost
i nplications.

QO her significant elenments, reciprocally related to
political, adnministrative, and fiscal dynanics in the
territories, are land clains and decentralization within the
territories (i.e., fromthe centre to the regions, and from

regi onal headquarters to smaller communities). Lands clainms are

not addressed in this vol une. Interestingly, though agreenent in
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principle on the Dene-Metis land claim nmay be inmmnent, there was
virtually no nention of land claims in the GNWI executive's
recent Directions docunent.

Wth respect to political decentralization within the
NWT., a report to be released by the regional and tribal
council review conmttee should help clarify the further
evol ution between regional and territorial levels in terns of
powers and authority. Administrative decentralization is briefly
di scussed as an econom ¢ devel opnment tool in Aird's article on

the role of the territorial governnent in econonic devel oprment.

4. Econoni ¢ Conditions

As inmplied, the need for revenues——both to address the major
probl ens of economic marginality, social pathology, and
infrastructure inadequacy, and to respond to the varied
aspirations of northerners—cones flush up against a beggared
federal purse. To date, the territories have avoided the full
brunt of federal restraint. None the |ess, even during periods
of rapid growth in total federal spending,‘increasing |evels of
federal support to the territorial governments were seen by these
governments to be inadequate to neet the needs arising fromthe
North's special circumstances. Now, restraint on further growth
in federal revenues is likely unavoidable. The escalator in the
current grant fornula is tied to the declining growth in total
provincial -1ocal expenditures.® Moreover, the federal

gover nment —-now enphatic that their spending in the North cannot



continue to grow-will undoubtedly drive a hard bargain in the
next set of fornula financing negotiations. (Though the
potential allocation of up to $12 billion for nuclear submarines
has certainly been questioned by northerners, who feel that even
a portion of this spending could go a long way to inproving
conditions for econonmic developrment in the North.)

Gven the situation as outlined, it is hardly surprising
that confronting economic realities, and exploring their
significance for and responsiveness to public policy, has becone
an increasing preoccupation of the territorial governnents.
Through the Yukon 2000 strategy, and, in the N.W.T. t hrough
initiatives of the executive, the Legislative Assenbly, the
Department of Economic Devel opnent and Tourism and others, both
territorial governments have identified econom c devel opment as
the dom nant issue. As major spenders and enployers in the
territories, these governnents are also increasingly concerned
with the broader econonic inpacts of their own spending and
activities.

Questions of whether and how the North is coming to terns
with new economc realities underlie much of the analysis in this
volume. Malone outlines sone of the forces shaping the economc
future of the N.W.T. and its governnment. McArthur addresses the
hopes and prospects of Yukon 2000, while Duerden exanines sone of
the spatial inplications of YTG spending. Mre specifically
Franks | ooks at the distance still to be covered by the GNWI in

achieving a nore equitable distribution of government enploynent.
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The article by Aird broadly outlines economic conditions in the
N.WT., and explores some territorial government initiatives to
better understand and direct the role of the territoria
governments in the econony. There are certainly no inmnent

qui ck—-fix solutions to territorial econonic problens. The
question of national fiscal responsibility towards the North, and

the value of “paying the price”, will continue to be relevant.

[1l1. Fornula Financing, Territorial Tax Effort and the Federa
Agenda

From the federal perspective, one key rational for formula
financing was the perceived incentive for greater territorial tax
effort that could be built into fornula financing. (Figure 45 in
the Appendi x shows the tax rates of the territories conpared to
the provinces. ) By providing a guaranteed source of funds, the
deficit grants were felt to act as a disincentive to territoria
governnents to increase tax effort. According to the nationa
average tax returns used by the Department of Finance to
calculate provincial equalization payments, the GNWT could nore
than double its current tax revenues, and the Yukon could come
close to a doubling. Mich of these additional revenues woul d
derive from a sales tax, which neither territory now inposes
Increased tax effort by the territorial governments would
serve the objective of greater territorial fiscal accountability
(given, for exanple, the assunption that increases in the
proportion of revenues contributed by internal taxes would

9
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generate greater electoral interest in the spending behaviour of
the territorial governnents), and could relieve future pressure
on the federal purse.2® Noreover, a broader tax base reduces the
susceptibility of government revenues to an economic downturn
Wiile both territorial governments are well aware of the federa
goal of encouraging increased tax effort, the extent to which
they have internalized this federal objective is questionable.
Neither territorial government has substantially increased tax
effort in recent years.2! (Refer to Figure 48 in the Appendix
for a summary of N.W.T. consumer tax rate changes. ) Tax
increases are not included in the 1988-89 budgets of either
territory. Arguably, though, the YTG is nore accepting of the
eventual necessity of increasing its tax effort as a cost of the
formul a financing agreenent.

According to an analysis introduced by Drury and expanded on
by James Dean, the real tax burden of a similar nonminal tax rate
is significantly higher for northern residents than for
provincial residents, due to much higher costs of living in the
North. A recent consultant’s report for the GNW™estinated
that, based on an assumed 50 per cent higher cost of living in
the N.W.T., residents paid 25 per cent nore in federal persona
income taxes than they should have based on their real incones.
A recent study done for the Yukon (not yet public) is also said
to support the claimof a higher tax burden. In his recent
budget address N.W.T. Finance Mnister Mchael Ballantine argued

that despite having the lowest territorial/provincial tax rates

10
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in Canada, N. W.T. tax-payers pay higher taxes than southern
Canadi ans .23 On the other hand, many N.W.T. residents also
receive numerous benefits (e.g., housing subsidies) which do not
have to be reported for income tax purposes. None the |ess,
Bal | anti ne argued that the burden inposed by federal taxation in
the N.W.T. leaves little roomfor increased tax effort by the
GNWT. In terns of a territorial sales tax, concerns have been
expressed about the inequitable and perhaps untenable burden that
it would inpose on lowincone (largely native) residents

Anot her common argunent is that tax increases would further
drive business investnent and consuner spending out of the
territories. In terms of inpacts on governnent revenues, this
argunent nust be put in the context of the formula financing
agreement: changes in territorial tax revenues due to rate
changes do not affect the size of the federal grant, whereas
vol une increases and decreases are reflected respectively in a
reduction or increase in the grant. In other words, the
territories keep those additional revenues which are garnered
fromincreased tax effort (and, conversely, are penalized by the
failure of the grant to conpensate for decreased effort), but
neither benefit nor suffer when changes in the level of economc
activity result in changes in tax revenues. The protection
against a decline in territorial government revenues due to
decreased tax revenues during periods of recession would also
afford protection against the revenue inmpacts of a decline in

economi ¢ activity due to tax rate increases

11



This in itself does not represent an argunent for arbitrary
increases in territorial taxation, since the |ong-term focus mnust
be on the creation of a viable territorial econony. Perhaps it
is not even argument enough for some well-considered
experimentation with tax rates, since the GNWT, at |east, prides
itself on the stability of its tax regime. The issue of
bal ancing the revenue potential of taxation against equity
considerations and the inpacts on general econonic conditions
requires serious attention in the econonic devel opnent planning
of the territorial governments. In the assenbly recently,
Finance M nister Mchael Ballantine stated that a review of all
tax options available to the GNWT is being undertaken, and wll
be tabled before the SCOF during the current session. The YIG is
also comritted to a conprehensive exam nation of revenue sources

and the rate structure of the tax system

V.  Accountability: A Key Thene

The theme of accountability, broadly defined, is central to the
anal ysis of any governnent’s budgetary activities. In its broad
sense, accountability applies not only to the relationship

bet ween budget allocations and actual expenditures (financial
control), but also to the way budget decisions are nade (openness
and clarity of priority-setting and budget-setting processes) and
the efficiency and effectiveness of spending (financial

management).® Systens of financial control in the YIG and GNWT

12
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are quite conparable to those in other jurisdictions, and are
subject to the scrutiny of the Auditor General. They are
addressed only peripherally in this volume. O nore central
interest here are the larger issues of the territorial
governnents’ accountability in policy setting, the budgetary

process, and financial nanagenent.

1. Impact of Federal-Territorial Fiscal Rel ations

The fact of the territories’ uniquely high revenue dependence on
the federal government has |ong dom nated public awareness,
academ c interest, and federal concern about territorial fiscal
regimes. The reliance on revenues from another |evel of
government has renoved from territorial governnents sone of the
normal opportunities and requirenents for fiscal responsibility
and accountability.

As noted, multi-year formula financing and further
devolution of resource control and programme responsibility are
expected to help redress this situation. Through these changes,
the federal government hopes to wean the territories of the
expectation of federal financing for new or expanded initiatives.
Responsibility for the fiscal trade-offs necessitated by a
limted public purse will force greater accountability on the
territorial governnents.

On the face of it at least, the YTG appears nore prepared to
accept the challenge of greater fiscal self-reliance. In part,

this is a reflection of the inter-related historic advantages of

13



the Yukon with respect to econom c devel opnent, infrastructure,
and political autonomy, as well as the relatively nore manageabl e

size and popul ation distribution of the Yukon.

2. I npact of “Consensus” Governnent in the N.#.T.

The unique political systemwithin the N.W.T. has sonetinmes been
criticized for limting the potential for fully responsible
governnent. On the other hand, many northerners feel that the
system of so-called consensus government’is nore appropriate
than party politics to the needs of the North and the traditiona
deci si on—naki ng processes of the nmjority aboriginal population.
Menbers of the executive must seek the support of the assenbly
for any proposals requiring approval of the legislature. Wth
eight of 24 nenbers, the executive cannot carry through a
decision wthout substantial support from regular Menbers of the
Legi sl ative Assenbly (MLAs). In a sense, then, the regular
assenbly menbers are seen as the “opposition”, a perspective
recently reinforced by the appointnent of a “shadow cabinet”
consi sting of MLAs. Menbers of the executive may thus seek
support for proposals by “lobbying” individual MLAs.

Perhaps one of the chief drawbacks of the systemis the
tenptation for behind-the-scenes horsetrading with MLAs who may
focus on constituency issues to the neglect of broader questions
of governnent directions and priorities. A tendency to

parochialism may be reinforced by the fact that, without party

14
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loyalties to guide the voting behaviour of the el ectorate,
political representatives are——to an even greater extent than in
ot her jurisdictions—elected largely on the perception of their
ability to pronote the interests of their constituency.

None the |ess, N.W.T. MLAs do have the opportunity to hold
governnment accountable in a way that "backbenchers” in other
jurisdictions do not. Various channels are outlined by Sorensen
in her article on the role of a N.w.T. MLA in influencing and
policing governnent spending. In the budget session, the Miin
Estimates are reviewed by the Legislative Assenbly, providing
MLAs with a chance to review spending plans in light of policies
and put forward nmotions for changes. As a review of Hansard
reports of the Legislative Assenbly session indicate, sone MLAs
do participate vigorously on issues of broad rel evance

The Legislative Assenbly’'s role in defining the “fit”
between broad priorities, departmental mandates, and budget is
largely carried out by the Standing Conmittee on Finance (SCOF).
This responsibility is understandably hanpered by the absence of
a clear governnent policy franework, a situation SCOF has often
noted but has not yet been able to rectify. The role of the
Standing Conmittee on Public Accounts is to review governnent
spending in terns of financial control and nanagenent.

The rationale that SCOF applied to the review of the 1988-89
budget® denonstrated recognition of the need to subject

departments to a rigorous and conprehensive programe review,

15



However, a number of factors—including the fiscal framework for
budget -setting, the absence of a coherent data base for programme
eval uation, the time and resource constraints on SCOF, and the

point in its devel opment at which the budget is nmade available to
SCOF for scrutiny—limt the extent of real participation of the

|l egislature in budget setting.

3. Improving Accountability

In sum then, some of the key conditions that pronote
accountability cannot be said to exist in the territories:

al though the territorial governnents have gained considerable
control over spending decisions, they do not raise nmpbst of their
revenues fromtheir electorates. Decision-naking processes and
information flow do not always enable genuine political
participation in budget setting or in scrutiny of actions and
achievenments. As this inplies, the challenge of increased
accountability nust be met through appropriate admnistrative and
information structures. Accountability also requires a political
will to commit to a policy framework and set of priorities, the
basi s agai nst which to gauge achi evenents. Policy directions and
eval uation systems of the territorial governments are the

subjects of the follow ng sections.

16
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V. Policy Developnent and Priority Setting in the Territories

Though the territorial governments now have a high |evel of
control not only over their own revenues, but also over those
contributed by the federal governnent, they are still faced with
massive infrastructure and progranme needs. For exanple, Gordon
Way, Mnister of Minicipal and Community Affairs, recently
estimated that full inplenentation of the capital progranmed of
that departnment would cost in the order of $300 million, and this
woul d cover only the devel opment of very basic municipal
infrastructure (roads, water and sewer, recreation facilities,
etc.). The overarching question bearing down on the GN\WI and the
YTG is how to reconcile such needs with revenue linitations.
Ideally, the goal is to create conditions that satisfy the need
for increased governnent revenues to address public needs, and at
the sane time reduce the dependence of individuals and
communities on governnent.

Wthin the boundaries of responsibility defined by Canadian
political culture, neither territorial governnent is dogmatically
wedded to a particular ideology on the role of the state. For
exanple, there is, even anong northerners leaning to the
political right, wi despread acceptance of the inevitability of a
m xed econony; and among those of the social denocrat persuasion,
perhaps a growing sense that this “nix” should be dictated by

pragmatism (i.e., fiscal and economc realities).

17



A lack of ideological rigidity and the presence of unique
cul tural and socio-economic perspectives would seemto offer hope
for creative solutions to the major econom c and social problens
the territories now face. But an openness to a different policy
m x does not renove the need to develop goals, priorities, and
operational plans. Yukon 2000 is YTGs attenpt to move in this
direction. Sone very recent and as yet vague initiatives from
the GN\W indicate a readiness to do sone hard policy thinking
there. Neither initiative has been sufficiently operationalized

to permt evaluation.

L Dynanics of Priority Setting in the GMT

Because of the absence of party politics in the NWT., there is
no party platformtaken to the electorate as a whole, and no
party line which candidates for political office nust uphold.
Moreover, the government |eader and the menbers of the executive
are elected by the newy constituted Legislative Assenbly from
among their nunbers. Thus, the leader can wield neither party
discipline nor control of appointrment to Cabinet as a neans of
ensuring Cabinet adherence to a given set of priorities.

The lack of nechanisns for ensuring Cabinet coherence was
perhaps nore acute prior to 1986, when the chairmanship of the
Executive Council was held by the federally appointed
conmi ssi oner. There was the perception of excessive discretion
to individual mnisters in establishing policy and spending

priorities, as well as a sense that the fate of a departnment

18



[, Sp——

Masp

i

[ -

during the budget-setting process was inordinately dependent on
the skill and power of its mnister relative to the other nenbers
of the executive.l® The government |eader now has at |east the
title of authority to exercise discipline in the executive.!!

The Legislative Assenbly, and particularly SCOF, have
expressed concern over the lack of policy direction. Early in
the Ninth Assenmbly, SCOF expressed the intent of establishing
spending priorities for the Legislative Assenbly. Although its
initiative did contribute to several organizational devel opnments
(e.g., creation of the Energy portfolio, and establishment of the
Devel opnent |npact Zones policy), no clear sense of an overall
policy framework emnerged.

An ad hoc approach to priority setting and policy nmaking is
also reflected in the bureaucratic systens neant to contribute to
the broad coherence of policy initiatives. A key role of the
Priorities and Planning Secretariat (PPS) is to advise the
executive on policies, priorities to guide resource allocation,
and long-term strategies. However, the secretariat’s ability to
fulfil this role is thwarted by a variety off actors, including:
day-t o-day demands for the analysis of specific issues,
initiatives, and programed; the conplexity and changing nature
of the political and administrative climate; and the traditional
inability of the executive to conmit to a broad-based plan and
set of priorities. The Catch 22 is that wthout a central policy
framework to guide it, the PPS has no consistent criteria to

apply to the assessment of proposals devel oped by departnents for
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consi deration by the executive. The analysis is guided largely
by considerations of inmpacts on existing policy directives
(thensel ves the product of an increnental, ad hec process) and
operations. In fact there have been criticisms from the

| egislature on the apparent enphasis within the executive, and
therefore within the PPS, on admnistrative rather than
“political” policy making. However, there does seemto be a
general sense that the executive is moving toward a nore

structured policy-setting process.

2. Priority-Setting Initiatives of the N.#.T. Executive

In the early 1980s, in an effort to produce greater clarity and
unity of purpose, the executive initiated a process to “determne
the progranmme and policy objectives to be achieved by the
government over [its] term [of office]”, and thereby “provide
overall direction to the governnent and distribute resources to
achieve specific priority objectives” (GNWT, February 1985). The
first Priorities document (GNWT, May 1983) was published in the
last months of the Ninth Legislative Assenbly, the timng thereby
being inappropriate to the stated intention of directing
government deci sion making to 1985.

Al though the priorities identified in the 1985 Priorities
document remain simlar to those identified in the 1983 document,
in terms of clarity and specificity, the 1985 Priorities docunent
is a substantial inprovenent. Proposed as a three-year plan, it

sets out 10 priorities under three goals: econonic renewal
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i mproved housing and conmunity services, and increased community
self-reliance. Ceneral objectives were tied to some specific
programme and policy initiatives for the 1985-86 fiscal year.

In sum however, the N.W.T. Priorities exercise was of
dubious effect in the stated goal of providing ongoing guidance
to executive nenbers and officials in policy and programme
pl anning and resource managenment. Neither Priorities docunent is
mentioned in the GN\WI annual reports that followed their release.
When the subject was raised with senior bureaucrats, it tended to
draw either a blank, or the opinion that the process had made
little real inpact on planning and spending decisions, and had,
in fact, created nore problens than it solved by raising
unrealistic expectations. The 1985 docunent, ostensibly a
vehicle for guiding policy and planning until 1988, disappeared
from nention after the 1985-86 fiscal year.

The attenpt to establish an overarching government direction
has now been revived, albeit under a different guise. In
February 1988 the executive released a docunent entitled
Direction for the 1990s. As with the Priorities papers, the goal
of Directions is to enable the executive to begin “the process of
setting its overall direction for the next four years . . . [to
set] the basis for policy and programme deci si ons throughout the
term of this government” (M chael Ballantine, 1988-89 Budget

Address to the Legislative Assenbly).
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3. Priority Setting in the Yukon

Party politics in the Yukon, as elsewhere in Canada, offers the
el ectorate some sense of an incomng government’'s goals and
priorities. However, the present YTG has introduced a new public
forum beyond the el ection process for the identification of long-
t er m socio—economic objectives. Fromthe conprehensive, multi-
sectoral Yukon 2000 pl anning exercise, an econonic devel opnent
agenda identifying sectoral and regi onal objectives is taking
shape. The recently rel eased Yukon Economic Strategy begins by
identifying the basic aspirations and goals of Yukoners, as well
as sone fundamental characteristics of the Yukon econony. It

| ays out governnent actions to be taken, in keeping with a set of
principles identified for a range of sectors and industries.

El enents of the non-wage economy are included, bringing
recognition to the unique mx of economic activities in the
Yukon.

This policy framework and strategy should provide a context
for longer-term financial planning and for annual budget
decisions, as well as a neans of assessing achievenents against
intentions. However, a dearth of neasurable objectives in Yukon

2000 nmay neke this assessment difficult.

4, I mpact of Priorities on Spending
As noted, neither of the GNWI Priorities docunents appears to
have left nuch of a lasting inpression in those bureaucratic

circles (e.g., the Priorities and Planning Secretariat, the

22



R

PRSI

[- -

[

Fi nancial Management Secretariat, the various agencies of the
executive, and the deputy mnisters’ offices) responsible for
translating theminto policies and spending patterns. The
Priorities exercise did not stinulate explicit |inkage of
priorities to spending beyond the current fiscal year,!2 and such
a linkage cannot be determined in hindsight. In retrospect, this
is hardly surprising. As clearly revealed in the heated debate
on the 1987-88 deficit budget, only very rudinentary |onger—-term
fiscal planning exists in the GNWT. The broad-brush expenditure
and revenue forecasts contained in the fiscal framework, as
tabled in the assenbly in February 1987 (Tables 1 & 2), extend
for only two years beyond the current fiscal year. Moreover, the
fiscal framework prinmarily reflects expected forced growth
spendi ng needs rather than broad policy directions. Wthout
detail at the progranmme level, and in the absence of policy
considerations, this framework is not a plan.13

Interestingly, and perhaps for the first time, a wllingness
to make sone of the hard political decisions necessary to focus
on new priorities is at least intimated in the Directions
docunent. Resource limtations nean that new priorities can only
be reflected in budget decisions via a redeploynent of finances.
The document suggests that new initiatives for economc and
political devel opnent will receive spending priority. Thus
social programmes “may not expand as quickly as in the past”, and
a willingness to “restrain spending, cut back programred,

restructure organizations and reallocate resources” is expressed.
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GNWT Financi al lanagement Function
Planning and Resource Allocation

Components and Process

REVIEw CURAENT MATHYEAR FSCAL FRAMEWORK

EECUTIVE COUNCIL/FINANG U MANAGEM ENT BOARD
STRATEGY DEVELOPED

OPPLAN INSTRUCTIONS DISTRIBUTED TD DEPARTMENTS

AND COMMUNITIES

DEPARTMENTAL DEVELOPMENT OF THE OPPLAN BASED ON THE FISCAL
STRATEGY. THIS PROCESS INCLUDES THE INVOLVEMENT OF REGIONS

CAPITAL INTER~
DEPARTMENTAL
REVIEW OF THE
CAPITAL PLAN

PRIORTMES & PLANNING
COMMITTEE REVIEW OF
NEW PROGRAMS

DEPARTMENT OF PINANCE
REVIEW OF NEW REVENUE
OR TAXATION INTWTIVE S

FINANCIAL MANAGEMENT BOARD REVIEW OF OPFLAN

MAIN ESTIMATES TARGETS ISSUED

DEPARTMENTAL DEVELOPMENT OF MAIN ESTIMATES

STANDING COMMITTEE ON FINANCE REVIEW

NJOMINYHS TVOSIH UV IA-LL NN

MAN ESTIMATES TABLED WITH LEGSLATIVE ASSEMBLY

Source: Northwest Territ pies 1988-89 Main Estimates Financ. al

Secretariat, GN\W . February 1988 24

NOVEMBER

DECEMBER

JANUARY

FEBRUARY
MARCH
APRIL
MAY

JUNE

JULY

AUGUST

SEPTEMBER

OCTOBER

NOVEMBER

DECEMBER

JANUARY

FEBRUARY

Managenent



Total 0&M Funding Available

0&M FUNDING REQUIRED:

1. Operational Base
2. Growth & Adjustments

3. Inflation Allowance
TOTAL 0&M

.4. Supp Reserve

5 . Lapse Estimate (2.0%)

i TOTAL 0&M REQUIRED

. OPERATIONAL SURPLUS/ (DEF ICIT)

Total Capital Funding Available
CAPITAL FUNDING REQUIRED:

Capital Base

]
2. Capital Supp Reserve
3. Estimgted Lapse (2-0%)

TOTAL CAPITAL RIQUIRED
CAPITAL SURPLUS/(DEFICIT)

} TOTAL SURPLUS/(DEFICIT)

ACCUMULATED  SURPLUS

TABLE

"
4

Government

of the

Northwest Territories

FISCAL FRAMEWORK

Tabled Document No. 18-87 (1)

Tabled on February 23, 1987

1995-86 1986-87 1987-88 1988-89 1989-90
526,668 568,803 .599,516 632,381 671,022
493,365 485,953 551,313 624,002 649,147

49,065 54,054 3,000

16,295 18,635 25,145 28,939

493,365 551,313 624,002 649,147 681,086
23,884 4,000 4,000 4,000
(1 3,004) (14,060) (13,063) (13,702 )

493,365 562,193 613,942 640,084 671,385
33,323 6,610 (14é426) (7,703) (362 )
107,243 120,349 121,982 125,763 133,566
118,501 127,936 165,760 110,000 135,500
16,605 2,000 2,000 2,000

{2, 891) (5,033) (3, 360) (4, 125)

118,501 141,630 162,727 108,640 133,375
(1 1,258)  {21.301) (40, 745) (17, 123) ( 191)
22,065 (14, 641) (55, 171) (9, 420) (171)
60,234 42,042 (16, 628) (7, 209) (7, 380)



However, the Directions docunent was tabled m d-session during
the review of the 1988-89 budget, with the recurrent result that
the current budget does not reflect the changing priorities.
Moreover, the success of the territorial initiative is still seen
to be closely tied to the federal purse, as indicated by
references to the dependence of strengthened social and health
programed on “renegotiation and enhancenent of our fornula
financing agreenent with the federal governnent” (Dennis
Patterson, Covernnment Leader’s Introduction), the need for
“additional federal funds so that we can inprove our
transportation systenf, and the additional resources necessary to
follow through on new nanagenment responsibilities.

The Yukon government has also had very limted success in
real locating spending to new priorities. The current New
Denocrat government, after coming to power in 1985, established a
nunber of broad goals, and identified some specific programred to
achieve them Some of these programed were phased into the
mul ti—year planning process but did not find their way into the
budget . Initiatives reflective of the new government’s
priorities include the Yukon 2000 process, and the opening of
busi ness devel opment offices in Dawson and Watson Lake. Mre
recently, the Yukon 2000 strategy was publicly released after the
1988-89 budget was brought in, and is not strongly reflected in
this budget. (In his budget address, Governnent Leader and
M nister of Finance Tony Penikett spoke of “an additional $1.3

mllion” being committed to the Yukon 2000 process).
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5. The Paradox of Lapsed Budgets and Accunul ated Surpl uses
Paradoxically, both territorial governnents are squeezed to free
up funds for new initiatives, yet experience apparent difficulty
in spending the revenues currently available. Both retain an
accunul ated surplus, a legacy fromthe first year of fornula
financing. Because Treasury Board approval of the formula grants
came in the spring of 1985, both governnments had already
introduced 1985-86 budgets based on projected annual grant
revenues. Not having budgeted for the additional funds brought
in by fornula (alnmost 17 per cent——about $63.4 mllion—to the
GNWT), both governments were left with a significant annua

surpl us. In the NWT., despite the fierce battle waged to bring
down a 1987-88 deficit budget which was to result in an

accumul ated deficit, an accunul ated surplus remains.!¢ The
government argues that the 1987-88 deficit is significantly

smal ler than projected largely because of underestimated

revenues. However, these revenues are partly attributed to the
rolling over of unexpended capital funds from the previous year.
In the Yukon, the Auditor General's requirement for the inclusion
of the land inventory in assets boosted the apparent surplus, but
the cash surplus alone is in the order of $40 million. Lapsed
budgets, particularly in capital spending, inevitably led to sone
questioning of the real need for nore funds, and of the
government’s ability to nmanage existing resources.

(I'nterestingly, in defending the GNWT’s 1987-88 deficit budget,
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the argunent that an accumul ated surplus created difficulties in
negotiating for funds with the federal governnent was raised.)

The territorial governments argue that the accumul ated
surplus is but a snmall portion of total annual expenditures (nore
true in the GNWI’s case), and that it has taken time to “gear up”
to spend the additional revenues. The problem of |apsed budgets
in the Yukon is indeed dimnishing, in part because such
politically saleable initiatives as the Local Opportunities
Program were brought in to soak up sone of the l|apsed funds.

In sum then, notw thstanding political and fiscal evolution,
the linkage at the centre between priorities and the fiscal
managenment process remains limted. In the GNWT, the only
consi stent gui dance provided to each department for budget-
setting is the fiscal framework prepared by the Financial
Management Secretariat. As evidenced by discussion in the
| egislature on the 1988-89 budget, w thout inplenentable policy
direction, attenpts at budgetary restraint tend to take the form
of proportional belt-tightening across all departnments. Perhaps
in the absence of a clear rationale for changing the distribution
of spending anong departnments, the technically equitable approach
of inposing the sane restraints is the only way to avoid

perceptions of arbitrariness.
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VI. Evaluation Systems: A Mssing Link

The preceding discussion indicates that there are inportant
factors beyond the control of the territorial governments which
af fect accountability, and the ability to plan programmes and
spending in accordance with broad policy. None the less, there
are nunmerous ways in which the capability in both these areas can
be inproved. In ternms of fiscal nmanagenent, inproved eval uation
systems are an inportant step.

Analysis of the alignnent of spending with stated priorities
must take account of spending flexibility and budget managenent.
When the Priorities process was initiated in the N.W.T. in 1983,
the Financial Mnagement Secretariat (EMS) was to undertake to
incorporate the process into the budgeting system As suggested
in the preceding section, achievenent of this goal renains
el usive, despite the anticipated formula financing benefit of
increased territorial fiscal autonony. The renoval of federal
control over territorial budgets has not resulted in a
real i gnnent of spending toward nore exclusively territorial
priorities. This expectation turns out to be a bit of a chinmera
because, for a variety of reasons, increased budgetary autonony
has not been acconpanied by an increase in spending flexibility
in either territory.

From the territorial governments' perspective, flexibility
is significantly constrained by the needs and expectations which

existing territorial programmes both respond to and entrench.1®
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Once “forced growth' in existing programmed is budgeted, few
funds remain for new initiatives. For example, the “forced
grow h” basis of the GNWI" S operational plan assunes programme
cost increases based on popul ation growth,!® eligibility, benefit
| evel s, and programme criteria, thereby virtually ensuring

i ncrement al programme growth. Generally, only new progranmred, or
increases to existing programmed that exceed those allowed under
this forced growth nodel, come under scrutiny.

Recent budget addresses from both governnents indicate a
tendency to see capital budgets as providing greater flexibility
than operations and mai ntenance spending. The desire to boost
capital spending as a short-term stinulus for a sluggish econony
is understandable, but there is a danger in assumng that boosted
capital spending can stimulate the econony wthout risking
ongoi ng costs.

Financial managenent in general, as well as the process of
real |l ocation of funds to finance new initiatives, is constrained
by what the N.W.T. Legislative Assenbly’s Standing Committee on
Finance has referred to as “a huge gap in the managenent of
governnent. . . | cannot recall one department of government which
had an ongoi ng system of program evaluation in place.” (Brian
Lewis, Hansard OFficial Report, 15 February 1988, p.94). Thus,
expressed political will is not backed up by a consistent
programme eval uation process as a basis for decisions about

trade-offs of existing programed.
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In the N.W.T., the Financial Adninistration Act assigns to
t he Financial Minagenent Board (FMB) responsibility for
evaluating programmes in terms of econony, efficiency, and
ef fectiveness. (A separate departnment devoted to programme
eval uation has been long since defunct.) The G\W' S general
accounting system the Financial Information System (FIS), was
implemented in 1980. Following some serious inplementation
problens, it now seems to serve the function of financial
reporting of financial reporting (financial control) admirably.
However, while it can serve as a mmnagenent tool, it is
apparently not used as such by the FMB. Each departnent remains
in effect, responsible for evaluating its own nanagenment and
programme ef fectiveness. The peripheral accounting systens used
internally by departnents nay or nay not feed into the FIS.
Attenpts to institute consistent accountability-based budgeting
across all departnents have not been very effective, despite the
fact that Tom Butters, the N.W.T. 'S first finance mnister,
identified “refinement” of this systemas a mmjor concern in the
1981 budget speech. The criticism of Lewis and other SCOF
menbers about the lack of evaluation systems suggest that the
management for results system 17 which was initiated by the
executive and was to have been established in nost departments in
1987, has in nost cases not yet been inplenmented or is not
effective.?® There is no Cabinet committee, central agency, or

interdepartnental co-ordinating comrittee devoted to devel oping
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or co-ordinating governnment operations (admnistration,
procedures, etc. ).1®

Moreover, neither territorial government has, through an
effective zero-base budget review, provided the foundation for a
more conprehensive assessnment and reallocation of spending. A
zero-base review is as much a planning and managenment tool as a
budgetary system Rather than focusing only on the increnental
increases to each departnent’s budget, it assunes the need to
exam ne the entire expenditure base from scratch. Thus, it can
generate consistent information across departments on need
effectiveness, and efficiency (as against stated objectives) of
programred, and identify possible alternatives for neeting the
obj ecti ves. This type of review, particularly if undertaken in
the context of a plan such as Yukon 2000, night have reveal ed
more effective options for responding to stated programme
obj ectives, or even uncovered programme activities based on
obsolete or lowpriority objectives. However, rather than
working from the assunption that the rationale and approach for
al | programme activities should be freshly assessed, the
governments continued to focus largely on new increnents to the
exi sting expenditure base of programed.

SCOF, in its review of the 1988-89 budget, called for a base
review on the rationale that, to enable ongoing restraint
budgeting while retaining some flexibility to respond to changing
needs and objectives, cuts to the base-level funding of

departnments woul d be necessary. Cearly, an effort to priorize
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programmed and renmpbve ones that are ineffective would be nore
sensible than across-the-board percentage cuts. This was
concurred with by MLA Brian Lewi s, (Hansard Official Report, 15
February 1988, p.93) who noted that “The key to our fiscal policy
in future must be a careful evaluation of prograns and the
political will to drop or cut progranms that are not working
well.” In his controversial 1987-88 budget, then Finance

M nister Tom Butters sought to allay fears of ongoing deficit
financing by claimng that the executive had given himthe
authority to conduct a zero-base review of governnent
expenditures to enable the identification of programmed that
could be “sunsetted or dimnished”. A recent G\W programme
review (presented to the executive alnpst a year ago, but not yet
tabled) did not address the fiscal requirenents of programred,

but also recommended a zero-base review of all expenditures.

The YTG has for nmany years enployed a system of
conprehensive review. The goal of conprehensive review is to
rationalize delivery of services and to ensure consistency (both
within and between progranmed) and value for money. Though the
YIG's attenpt at conprehensive review was useful for some
internal departmental purposes, it has been of linmted value for
centrally co-ordinated review. According to Charles Sanderson
(acting Deputy Mnister of Finance), the volune and form of the
information was not digestible by the FMB. The 1985-86
Qperations & Mhintenance Budget Address claimed that a full-scale

review of all spending had been initiated with the mre specific
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purpose of nmaxinmizing |ocal econonmic and enployment benefit
(including private sector enploynment) from government progranmmed
and capital projects, but there appears to have been no follow
through. There was also a recent attenpt, initiated by the
Department of Finance and overseen by an interdepartnenta
committee, to inplenment programme eval uation using the services
of external consultants. This exercise was expensive, and was
also of limted value, in part because the consultants tended to
becone identified with the departments being reviewed. The YTG
is now inplenenting a sinplified budget review and programme
evaluation process. It involves the internal audit agency in the
eval uation of specific programme conponents, rather than
attenpting to involve each department in a conprehensive self-
eval uati on. The utility of the YTIG’s new budget review and
programme eval uation process for facilitating the redirection of

funds remains to be tested.
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Speech Notes for DIAND Mnister Bill McKnight for the Ninth
Nort hern Resources Conference, Witehorse, 22 Cctober 1977

According to N.W.T. Governnent Leader Dennis Patterson, “The
Northern Accord is the big one upon which all our political
hopes ride” (Matthew Fisher, The Globe and Nail, 4 January
1988, p. 49). He intimates that estimates of revenue
potential (presunably the royalty revenue projections which
have been prepared for the GNWT Energy, Mnes and Resources
Secretariat) suggest that the GNWT coul d beconme self-
sufficient. More noderate expectations of the Northern
Accord are expressed in the New Directions to the 1990s
docurment of the N.W.T. executive. While definitive
estimates are not possible, the sharing of information from
projections done for the territorial and federal governments
could certainly help formthe basis of a nore reasoned and
public anal ysis.

The Al askan experience and the potential territoria
situation are not directly conparable. Differences include
federal -state-nunicipal fiscal relations, and revenue
arrangenents which bal ance Al askan revenues heavily toward
the front-end | ease value of the oil and gas properties
versus ongoing oil and gas production. None the less, the
fundamental caution remains valid.

Territorial revenues derived from the federal purse have
taken various forms over the last two decades, but
essentially consist of grants, transfer paynents (including
established programme financing), and recoveries. Between
1970 and 1985, total federal contributions to territorial
revenues increased, in nomnal dollar terns, by a factor of
around 15.

In recent fornula extension negotiations, a cap was put on
the escalator. But given the trend, this would seemto
primarily serve a psychol ogical function.

According to the Auditor General of Canada, financial
control neans:

Ensuring that Canadians’ dollars are spent for the
purposes and in the amounts approved by Parliament.

[ Financi al managenent neans that the decision makers
should be fully aware of the financial inplications of
their decisions, make sure that public funds are spent
with due regard for econony, efficiency and
effectiveness, and ensure that information is available
so that they can be held fully accountable for the way
they have spent the taxpayers’ noney. (Report of the
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Audi tor General of Canada to the House of Commons, fiscal
year ended 31 March 1987, 1.16).

Budget information available to the public in the Min
Estimates and Public Accounts, particularly those of the
GNWT, are quite clearly presented. These allow activity by
activity conparison of actual spending against allocated
budget . None the less, neither territorial governnent is
innocent of a litany of financial management problens
simlar to those which plague other governments. For
exanple, the GNWI'S current Financial Information System had
a rather inauspicious introduction in the early 1980s, when
problens with the conputer progranme derailed the governnent
accounting system  Sone of the sins of the YTG financial
managenent system were recounted by the recent report of the
Audi tor General .

As applied here, the term “consensus” does not conformto
comon nodern usage (i.e., unaninmus agreement arrived at by
open dial ogue), as the not infrequent conplaints of MLAs

i ndi cate. For Exanple, MLA Henry Zoe recently raised
questions about the notion of consensus when his request for
the tabling of a study on decentralization in his riding was
refused. MLAs are certainly not privy to all the

i nformation sources, decisions, and actions of the

executive. Mdtions raised in the legislature are decided by
majority vote, not consensus.

According to SCOF’s report to the Legislative Assenbly on
the 1988-89 Main Estinmates, the rationale for the departnent
by departnment budget review was:

1) to clarify the nandate of the departnent;

2) to determine the policy objectives of the
depart nent;

3) to ascertain whether programes are neeting the
policy objectives adequately;

4) to determne whether there are any criteria for
the addition or deletion of programmed according
to some system of eval uation.

The four main issues identified were: policy
devel opnent, budgetary growth, person-year utilization, and
decentralization and del egation.

MLA and past governnent |eader Richard Nerysoo expressed
some concern in the recent session of the |egislature about
the unusual degree of direct and substantial participation
of all N.W.T. ninisters in budget-setting.
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M.A Tom Butters (Hansard Official Report, 19 February 1988,
p. 259) conveyed a sense that the intention of this

devel opnent has not yet been achieved. “The Executive
Council [is] no longer a collectivity of equals. . . [since]
we now [have] a First Mnister. . . Qur expectation was that
First Mnister would be responsible for the total

adm ni stration of government.”

For the 1985 Priorities docunent, ten mllion dollars
(“diverted from existing prograns”) was allocated to the
Priorities in the 1985-86 fiscal year. Alocations are
identified by departnent and priority, and funds for

i ndi vidual programed and projects are also specified (e.qg.
$500 000 to a venture capital fund, $250 000 to the out post
canp programme, $275 000 for the design and construction of
wast e heat recovery systens for public buildings). In a few
cases, planned policy initiatives are also identified (e.g.
privatization, affirmative action, strategic resource
planning). These initiatives serve as an inportant rem nder
that priorities can be reflected in ways other than
substantial budget allocations.

A thorough, if idealized, description of the budget process

of the GNWT is contained in Appendix B of the 1988-89 Min
Esti mat es.

According to Jani eson and Amirkalkhali (1986), a
government’'s budget balance is determined by both

di scretionary and non-di scretionary factors. Discretionary
factors include policy initiatives, which affect
expenditures, tax rates, tax incentives, etc. Non-—
discretionary factors include cyclical (e.g., economc

i mpacts on government expenditures and tax receipts) and
non-cyclical el ements. The appropriateness of a
government’'s budgetary deficit and resultant debt position
is related to the inpact of inflation, the governnent's tax
capacity, and other factors. In particular, when a
government expects a future increase in its tax capacity, a
case may be made for deficit financing. This Kkind of
argunent was not nmade by the GNWT executive.

In his recent Budget Address to the Legislative Assenbly,
Finance Mnister Mchael Ballantine asserted that “close to
50 per cent of our budget is targeted to departnents that
have as their sole responsibility the delivery of essential
services [health care, education, social services, housing]
to residents of the Northwest Territories.” (Hansard

O ficial Report, 11 February 1988, p.30) He al so suggested
that the current year's O8M expenditure growh has been
largely linmited to unavoidable population growth demand and
inflation, and that “operations and maintenance expenditures
will be limted to forced growth with all new initiatives
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met through reallocations within existing departnental
budgets.” (ibid. , p.30)

The N.W.T. popul ation grew by 14.2 per cent from 1981 to
1986, the highest provincial/territorial growh rate in
Canada. During the same period the Yukon's growth was only
1.5 per cent, the second lowest in Canada. Net mgration
for the N.W.T. has been negative since the 1985 downturn in
the econony. (Northern Indicators, DIAND, Strategic Pl anning
Directorate, March 1988).

The conponents of a managenent for results system are:
m ssion statement, objectives, goals, neasurable criteria,
and eval uation of results.

According to discussions in January with Departnent of
Econom ¢ Devel opment and Tourism officials, their managenent
for results system had been devised, and was awaiting data
input. Many departments may undertake internal programre
eval uations, but do not release these to the public.

It is also inportant to note that all nenbers of the
executive currently sit on both the Priorities and Planning
Committee (PPC) and the Financial Managenent Board (FMB).
On the one hand, participation of all mnisters my linit
the potential for achieving agreenent on priorities and
procedures. On the other hand, if a sense of consensus does
emerge, there may be less of a felt need to formalize and
record it, since the fiscal requirenents and inplications
are dealt with by the sane group in the FMB.

It deserves note, however, that despite relentless and
seem ngly massive annual increases, if one excludes the
Petrol eum I ncentive Program grants of the early 1980s, the
| evel of northern expenditures as defined in DIAND's
Northern Expenditure Plan (which includes direct spending of
all relevant federal departments in and on the North, as
well as transfers to the territorial governnents) has
remained a fairly constant proportion of total federal
expenditures in recent years. On the other hand, transfers
to the territorial governments have increased as a
proportion of this total spending.

The 1988-89 GNWI' budget proposes no tax increases. There
was sone criticismin the legislature for the failure to
expand the property tax, on the grounds that this undernined
the plan of the previous governnent to gradually increase
the school tax levy to more realistic levels. Finance
Mnister Mchael Ballantine told the legislature that he
will be proposing a whole tax package for next year,
including an expanded property tax.
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The report, An Assessnent of the |npact of Federal ZTax
Ref orm Proposals on the Econony of the Northwest
Territories, 28 August 1987, was prepared by the DPA Group

Inc. for the GN\WI Departnent of Econom c Devel opnent and
Tourism

The facts are cast in different ways depending on the
interests at stake. It should be noted, however, that the
only way in which a lower overall tax rate could result in
hi gher nominal taxes is if there are nore people in higher
tax brackets. The territorial government argues, with sone
| egitimacy, that higher incomes are necessitated by higher
cost of living. Utimately, the basic issue in terns of tax
equity is whether the disposable income of territorial
residents is conparable to the Canadian average for any
given incone level. Even nmore fundanental is whether an
N.WT. resident can afford a conparable standard of Iliving
as someone with the same job position in southern Canada.
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Admi ni stration, GCovernment, and Financial Arrangenments
in the N.W.T.

James Cunni ngham
Mark O Dickerson

Federal Administration in the N.W.T.

1 I ntroduction

The administration of what is today the Northwest Territories
(N.W.T.) began in 1912, after the Yukon was carved out in 1898,
Al berta and Saskatchewan were created in 1905, and the boundaries
between the N.W.T. and Manitoba, Ontario, and Quebec were
extended to their current northern limt in 1912. The existing
N.W.T. continued to be adm nistered under the Northwest
Territories Act, which was passed in 1875 and amended in 1905 to
provide for a commissioner and four appointed councillors.
(Prior to 1905, the Lieutenant Governor was responsible for the
N.W.T., but in other respects the governing apparatus was quite
simlar.)

At the time, three different government organizations had
jurisdiction in the region. The territorial conmissioner and
appoi nted council were responsible for passing necessary
ordinances for the area. The Department of the Interior was
responsible for a variety of functions pertaining to the land in
the region, and the Department of Indian Affairs was responsible
for the welfare of Indians. This tripartite arrangenent |asted
until the responsibilities of northern adninistration and |ndian
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affairs were rolled into the Departnent of Indian Affairs and
Nort hern Devel opment (DIAND) in 1966.r Although the three
agencies perforned different functions, they admnistered the
N.W.T. as an interlocking directorate because of the overlap of
personnel fromdifferent departnents on the N.W.T. Council

The appoi nted commissioner—in—council structure |asted unti
1951. The council in effect legislated “ordinances” for the
N.W T.--regul ations governing activities such as hunting and
trapping, the sale of alcoholic beverages, the licensing of
non-native hunters and trappers and business establishnents—and
provi ded support for schools and hospitals initially run by
Anglican and Ronman Catholic m ssions. For 30 years, then, the
three agencies were responsible for governing a third of the |and

mass of Canada.

2. Departnents Responsible for Indiap and Ipuit Affairs

In the 1930s, a dispute between the governnent of Canada and the
governnent of Quebec over the Inuit in that province led the

two governments to ask the Suprene Court of Canada to rule on the
| egal status of these people. The court’s decision in 1939 held
that the term “Indian” included the Inuit (called Eskinos at that
time). Therefore, the federal governnent has |ong adninistered
programmed for both Inuit and Indians. But although the Suprene
Court upheld the federal government’'s responsibility for the
Inuit, the admnnistration of Indian and Iouit affairs have often

been handl ed separately for a nunber of reasons.
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Administratively, many people in government argued that the
two peoples were very different and should be treated
differently; nmany did not want to assume the same
responsibility for the Inuit they had for the Indians.
Technically, treaties had been made with the Indians of
northern Al berta and the south-western parts of the N.W.T. in
1899 and 1900 (Treaty 8), and with nmpbst of the remaining
Indians in the N.W.T. in 1921 (Treaty 11). No
treaty exists between the governnent of Canada and the Inuit.

It is obvious that between 1936 and 1966 the governnment of
Canada was uncertain as to how Indian affairs were to be
adm ni st ered. Responsi bilities included health, education, and
wel fare. In 1945 health responsibilities were transferred
fromthe Indian Affairs Branch to the Department of National
Health and Welfare. But it was not until 1966 that the
government of Canada considered that Indian affairs and northern

affairs should be on an equal footing in one departnment.

3. Departnents Responsible for Northern Administration

From 1873 until its abolition in 1936, the Department of the
Interior was responsible for admnistration of the N.W.T.
Finally, by 1953, northern activities began to take on a

more promnent position in governmental affairs, and a Departnment
of Northern Affairs and National Resources was created.

The Northern Adninistration and Land Branch within the

department had equal status with three other branches, and by

45



1956 it had arctic and educational divisions. This reflected
a growing concern for education and health and welfare
policies in the North. In 1966, the present Department of
Indian Affairs and Northern Devel opment (DIAND) was created.

As noted above, DIAND brought together responsibilities for
native people and northern devel opnent. As discussed in the
followi ng section, however, the functions of this new authority
were soon to be challenged with the nmoverent of the capital of
the N.W.T. to Yellowknife in 1967 and the growing desire for
autonomy within the CGovernment of the Northwest Territories
(GNWT) .

A nunber of things stand out about federal government
adm nistration in the North. From 1920 to 1953, there was very
little governnent presence in the N.W.T. Over five years
(1935-40), the three principal federal departments involved in
adm nistration—-Interior (later Mnes and Resources), |ndian
Affairs, and the Solicitor General (RCMP)--spent an average of
$254 945, $171 296, and $153 313 per year respectively.‘Even in
pre-World War || dollars, this is not a command performance
in terns of adnministering one-third of the |and mass of Canada

In fact, the bureaucrats on the council or in the various
departments left nmuch of the admnistration to enployees of the
Hudson’s Bay Conpany, the Anglican or Roman Catholic churches
or the RCMP. However, the 1950s narked a departure from this
policy. The governnent not only established a presence in the

North but established policies which would affect the lives of
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most residents in the N WT.—housing, education, and health
policies. These policies, for the nobst part, were Ottawa-

designed and Cttawa-delivered.

[, Political and Adm nistrative Evolution of the GNW

I n August 1920, when Inperial G| drilled successfully 50 mles
north of Fort Norman, the tenpo of administration in the region
began to change. Individuals in the Departnent of the Interior
felt that the availability of oil in the Mackenzie Valley could
bring prospectors and speculators to the region. Therefore, in
1921, council nmenbership was increased from four to six, but al
menbers were still appointed. This, in effect, was the law-
meki ng body for the N.W.T. during the Depression and throughout
VWorld Var 11.

However, in 1951 the Legislative Council began to change.
Responding to pressure for nore representative government in the
region, the federal governnent revised the Northwest Territories
Act, increasing council nenmbership to eight, including three to
be elected. In 1954 a fourth elected menber was added.

This was the beginning of the end for the appointed
adm ni strative process. By 1975 the council consisted of 22

el ected nembers, and, by 1983, 24.
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Transformation of the
Territorial Council-Legislative Assenbly
CGeneral Election Years

1951 '54 '57 '60 '64 '67 '70 '75 79 83 87

Appoi nt ed

menber s 5 5 5 4 4 4 4

El ected

menber s 3 4 4 4 4 7 10 15 22 24 24

Source: Figures taken from Governnent of Canada, Report of the
Chief Electoral Oficer (Otawa: Information Canada, designated
years).

A nunber of points shoul dbe noted about this
transfornmation. In 1954, for exanple, suffrage was extended to
Eskinbs, but no territorial constituencies existed in the central
or eastern Arctic, where nost of these people resided. This was
changed in 1966 when three constituencies were added for the
eastern, central, and western Arctic.

I ndi ans al so received the franchise in 1960. Mst of these
people resided in and around the Mackenzie Valley; by 1979 their
menbers were influencing territorial elections, and a nunber of
native candidates were running for office. In the Ninth
Legislative Assenmbly (1979-1983) a mmjority of the nmenbers were
native people, reflecting the fact that approximately 57 per cent
of the population of the N.W.T. is native. Representative

government was indeed beconing a reality.
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In his opening renmarks at the beginning of the first Session
of the Ninth Legislative Assenbly (1979-1983), Commi ssioner John
Parker stated that “his role would be to facilitate change by
assisting the transfer of power from appointed officials to
el ected representatives and hel ping the people of the Northwest
Territories to achieve responsible government."5 In noving to
that objective, the assenmbly recommended that the Executive
Conmmittee include five elected nmenbers. Later in the session
the conmttee was expanded by two additional nenbers. (One of
these nenbers was chosen to speak for the elected executive
menbers, in effect becoming the government |eader. Menbers of
the Executive Conmittee were responsible for specific
departments-—Health and Social Services, Justice and Public
Services, Governnent Services, Education, Energy and Renewable
Resources, Aboriginal Rights and Constitutional Devel opment, and
Econom ¢ Devel oprent .

Thus, the nenbers of the executive becanme, in effect, the
Cabinet of the Legislative Assembly. In the IQh Legislative
Assenbly (1983-1987), the Executive Council was expanded to seven
el ected nenbers plus an elected |leader. The conmi ssioner
continued as a nenber of the council, but in 1986 the
chai rmanship was passed to the governnent |eader. The Executive
Council is “responsible” to the Legislative Assenbly; that is,
menbers of the assenbly elect menbers of the Executive Counci
and the government |eader. Although the assenbly does not have

all the constitutional powers of a provincial legislative
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assenbly, it nevertheless functions in an alnost identical way.
Thus, the N.W.T. is noving toward a nore representative and nore
responsi bl e governnent.

Administrative evolution paralleled political devel opnment,
with significant change beginning in 1967. Wth the novenent
of the GNWT to Yellowknife, the provincial-style bureaucracy of
that organi zation began to energe, gradually assum ng
responsibilities for a number of government functions. Although
this change is significant in that a locus of power devel oped
in the N.W.T. rather than Otawa, nost individuals who had
positions of responsibility were from southern Canada.

A final inportant change began with the fully elected
Legislative Assenbly in 1975. These nunerous changes noted above
(e.g., native najority in the Legislative Assenbly, dimnishing
role of the comm ssioner, elected governnent |eader) have |eft
the door open for transforning the bureaucracy from one which
has been staffed primarily by southerners to one which may becone
staffed primarily by individuals fromthe region. The changes
al so nean that the N.W.T. is noving a step closer to a systemin
whi ch the powers of the conmissioner are nore those of a
Li eut enant Gover nor. In spite of these changes, however, one
must renenber that alnobst 80 per cent of the revenue of the GNWT

cones from Ot awa.
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[1l1. Fiscal Responsibility

1 The First 20 Years

Hi storically, revenues raised by the G\WI' have fallen short of
expenditures required to operate governnent in the region. In
the past, the federal governnent net these shortfalls through
grants for operating costs and loans for capital requirenents.
Expenditures were calculated on the basis of five-year agreenents
devel oped by the Interdepartnental Committee on

Federal -Territorial Financial Arrangenents. This conmittee net
in OGtawa and was chaired by an assistant deputy mnister from
DIAND. The agreenents were then presented to the N.W.T. Counci

for review, and finally approved by the federal Cabinet.8

2. Speci al Arrangements, 1967- 1972

In 1966, the Carrothers conmi ssion made nunerous recommendations
concerning the evolution of governnent in the N.W.T.7 A prine
concern focused on existing federal progranmes and their transfer
t ot he GNWI. Very little attention was paid to financial

concerns, and no attention was directed toward fiscal
responsibility. O note was the recommendation that quinquennial
financial agreements between the N.W.T. Council and the
government of Canada be reduced to a shorter time period. It was
thought that a shorter tine was necessary due to problenms in
accurately forecasting required revenues during a period of rapid

governnent al change.®
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The interdepartnmental commttee recomended that a two-year
agreenment be inmplemented for fiscal years 1967-68 and 1968-69
Wthin this agreement would be additional monies for the
establishment of the territorial government in Yellowknife, as
recommended by Carrothers. However, no accurate predictions
could be made concerning operating and capital funds required by
the GNWT. The proposed two-year agreenent for the period 1967-69
contained sone interesting directions for the council. First, it
stated that the council should not take on any significant new
programed, or additions to existing programmed, as this would
jeopardize the essential task of getting a sound territoria
admnistration set up. As well, it stated that the current
federal policy of financial austerity nust be accepted as a fact
further discouraging any mmjor expansion of approved programed.’
Combi ned funds provided for the two years 1967 to 1969 were
$34 802 000.1°

The report to the 38th Session of the Territorial Council
concluded by stating that the grants and |oans outlined had made
it possible to present a balanced budget to council for 1969-70
There was no consideration of the possibility of an accumul ated

deficit occurring during this period in which the government was

in transition

3. MWT Council| Takes Control of Fipapcial Management, 1972-1983
In the fiscal year 1972-73, the Standing Conmittee on Finance

(SCOF) becane involved for the first time in the estimates stage
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of the budgetary process. Menbers of the SCOF were general ly
dissatisfied with the current financial arrangements, as they
felt the council was not playing an adequate role in the process
compared with the role played by the conmissioner. The
conmmi ssioner, who was not directly accountable to the council,
still played by his own rules when it canme to GNWT budgeting and
spendi ng. It appears that the commissioner had nore
di scretionary spending authority than did the council. Mst of
this authority was derived by the broad powers in the Northwest
Territories Act. The conmissioner would spend noney then advise
council after the fact. In 1972, the SCOF expressed its
di ssatisfaction with the process to the council.

In view of the unique position in which we

find ourselves——i.e. being spenders but not

revenue raisers—ae nust abide by the rules

set down by the Federal authorities

concerning how we must go about negotiating

itemby itemwth themfor funds to spend.

It is their noney, they tell us, hence they

have the whip hand.!?

Wthin this process the new and expanding central
bureaucracy in Yellowknife found it extremely difficult to nmeet
the needed expansion of existing GNWT programmed. It was doubly
difficult to find revenues to inplement new programme initiatives
desired by the council. Thus, the SCOF suggested that the GNWT
woul d only be able to shift programme enphasis on a gradual basis
rat her than change direction decisively.12 However, the federal
government must be given its due for allowing the GNWT budget to
move from $93 million in 1971-72 to $108 mllion in 1972-73—uP

froma nmodest $14 nmillion in 1967.
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