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Introduction

The commitment to address child poverty has waxed and waned in Canada since an allparty resolution was passed in the House of Commons in late 1989 committing the federal
government to “seek to eliminate child poverty by the year 2000.”1 Poverty and social policy
are now high on the agenda of the current government, which intends—over the course of the
next six months—to articulate a poverty reduction strategy, but which has already taken a
major step toward this goal by introducing the “Canada Child Benefit” in its first budget.
This program came into effect in July 2016, and represents a major revamping of cash support
to families with children.
It should, however, be noted that in Canada the federal government is not the only
player, with all but two of the provinces having adopted an explicit poverty reduction strategy,
some having made considerable reforms to existing income support programs, and others
introducing significant innovations in the delivery of both cash and non-cash benefits. For
example, one recent and innovative policy development is the Ontario government’s decision
to pilot a basic income in three communities of the country’s most populous province.2
But many of the provinces are clearly looking for more federal leadership in this area,
and the Canada Child Benefit represents an important improvement in the incomes of families
with children, the government forecasting that by the end of its first full year of operation
in 2017 the program would almost halve the number of children in poverty from the level
prevailing in 2013.3 This innovation merits attention.
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A brief sketch of the Canada Child Benefit

The generosity of the Canada Child Benefit varies with family income and the number of
children, with a base amount of benefits being phased out at two different rates as income
passes over two thresholds. It consists of a monthly tax-free cash payment to families with
children amounting to a maximum of $6,400 per year for each child under the age of six, and
a maximum of $5,400 for each child aged six to 17. It is targeted according to family income,
which is calculated every July based upon the net income reported in the income tax return
filed in the previous calendar year.4 Figure 1 illustrates the annual benefit amount by family
income for two extreme settings of the program parameters: a family with one child six or
older, and a family with four children under the age of six.
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Figure 1: Canada Child Benefits vary with family income, number of children, and their ages
There is no phaseout of benefits for annual incomes below $30,000, beyond which they
decline by 7 percent if there is only one child in the family and 23 percent if there are four or
more. This phaseout rate is in effect for incomes up to $65,000. Beyond this income level it
declines to 3.2 percent and 9 percent, implying that families with an older child continue to
receive some benefits until their incomes reach just over $150,000. Families with four young
children would receive some benefits until their incomes just exceed $250,000.
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Family income does not include any net income reported by the children in the family, and also makes
adjustments for registered savings or payments for disabilities.

2

3

The Canada Child Benefit and what it replaced

Figure 2 illustrates the Canada Child Benefit in relation to the system of cash transfers
to families with children that it replaced. This figure is drawn directly from the March
2016 Budget document, and uses the case of a family with one child under the age of six to
highlight the considerable increase in income support to lower and middle income families.5

Figure 2: The Canada Child Benefit and what it replaced
This increase of support involved reducing the number of families eligible for benefits by
eliminating a demogrant called the Universal Child Care Benefit (UCCB in the figure), and
also by injecting more money into the system in a way that enhanced the targeting that was
taking place through the Canada Child Tax Benefit (CCTB), and a supplement to it (the
National Child Benefit Supplement, NCB). This figure does not make clear an important
change. The Budget repealed provisions in the Income Tax Act for indexation of benefits
to the inflation rate. The failure to index the new measure will result in a loss in the real
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value of the Canada Child Benefit over the next few years. The Parliamentary Budget Office
has estimated that the program will increase cash support to families with children by $4.3
billion dollars in its first full fiscal year of operation, but that this will decline to $2.5 billion
by 2020-21, and return to the level of support in the old system by 2024-25, whereupon the
old system becomes more generous.6 As things currently stand, the federal government has
stated that it plans to index the Canada Child Benefit beginning only in 2020.
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Details of the program and its impact

The report issued by the Parliamentary Budget Officer offers detailed simulations of the
impacts of the Canada Child Benefit on the number of families receiving support, and on
its distributional consequences. These estimates are based upon a static simulation model
with no account for behavioural change. The report is a useful reference, offering a clear
description of the program parameters in a way that may be helpful in simulating the impacts
of a similar design in the United States.
The Canada Child Benefit is tax-free, and is paid monthly. The base annual benefit is
$6,400 for each child under six years of age, and $5,400 for each child between six and 17
years of age.7 These base amounts do not vary with the number of children, though the rate
at which benefits are phased out does. The clawback also varies according to family income.
There is no clawback of benefits for family incomes up to $30,000, and then one set of rates
applies if income is above this threshold and up to $65,000, and another for incomes beyond
this upper limit. These are described as percentages of benefits as follows, with families
having more than four children facing the same rates as those with four.
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The only other eligibility requirement for benefits is the necessity to file an income tax
return in the previous year. There are strong incentives for Canadians to file their tax returns,
and this eligibility requirement is mostly a concern for some First Nations populations, where
tax-filing is notably below the national average. As a whole the First Nations represent three
to four percent of the entire population, but issues of income security and support may be
particularly relevant in some of these communities.
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The report of the Parliamentary Budget Officer does not recognize this challenge to
take-up rates. It estimates that in the fiscal year 2017/18 about 3.6 million families will be
eligible to receive some amount of benefits. This consists of 888,000 having an income of
less than $30,000, and another 874,000 having incomes between $30,000 and $65,000, and
almost 1,800,000 with incomes higher than $65,000. The major change compared to the
former system concerns the number of families in this highest income bracket who receive
benefits. While roughly similar numbers of families with incomes below $65,000 continue to
receive benefits, they get a higher average amount than under the previous system. Fewer
households with incomes above $65,000 receive the benefit but those who do get, on average,
a higher amount.

Figure 3: Number of Recipients and average benefit: Canada Child Benefit and what it
replaced (Source: Parliamentary Budget Office, Table 5-1, page 12.)
This report focuses on simulating program expenditures, but makes no estimate of the
impact on the child poverty rate. Poverty measurement is somewhat unclear in Canada, there
being no official poverty statistic and with Statistics Canada publishing three alternative
measures showing very different trends and cyclical movements.8 The federal government
estimated the impact of the Canada Child Benefit on the number of children falling below the
“Low Income Cut-off”, suggesting that the number will fall by 300,000 based upon the level
prevailing in 2013, which at the time of the announcement was the most recently available
data. The implication is that this would imply a 40 percent reduction in the number of poor
children.9 The Low Income Cut-off is similar to the US official poverty line in that families
are considered to be poor if they are estimated to have incomes associated with considerable
expenditures on food, shelter and clothing compared to the typical family. These estimates
are fixed at 1992 spending patterns, being only updated for inflation.
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