Informetrica Limited 1 May 21, 1996

Memorandum
From: Mike McCracken, Chair and CEO, Informetrica
RE: CPP Contribution Rate Impact

1. In the attached tables, two scenarios are compared. The "Shock
Case " assumes a 100 basis point increase in the CPP/QPP
contribution rate (1 percentage point, split equally between
employers and employees) relative to the Base Case which has the
existing rate schedule assumed. This increase starts on 1 January
1997 and is maintained for 9 years, allowing one to see both the initial
impact and the longer-term marginal effect of this change.

2. Itis assumed that nominal interest rates do not change, in line with
the Bank of Canada's stated policy to ignore price shocks attributable
to significant indirect tax shocks. (In the new National Accounts
payroll taxes are to be reclassified as indirect taxes.)

3. The nominal exchange rate is also maintained unchanged. Other
policy assumptions are, of course, possible but the impacts would be
different and perhaps best thought of as a blend of the CPP shock
and policy shocks.

4. The attached tables have both level and percentage of base
impact tables. The highlights are as follows:

GDP - lower by $1.5 to $2 billion in 1986$, or about 0.2 to 0.3%.
Employment - lower by about 45,000 to 50,000 people, and the
unemployment rate higher by 0.25 percentage points.

» CPI- Higher initially by about 0.3 % to 0.4%, but eventually wages
eat most of the tax change, leaving the CPl little affected after 8
years.

. Eea_l disposable income per capita - down by 0.5% on a permanent

asis.

» Federal government balance - adverse effect, building to over $2.5
billion larger deficit after 9 years, as earlier deficits increase the
debt and subsequent interest charges.

PLH balances - also worse off by $1.5 billion after 9 years.
CPP/QPP balances - improved by $5.7 billion after 9 years.

Total government balances - improves by about $1.5 billion to $2
billion for each year, reflecting the revenue from the CPP/QPP rate
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hike of about $$3+ billion, offset by losses attributable to the poorer
economic performance.

* The savings-investment story is mainly a reallocation, with more
government savings, less foreign savings, and less corporate and
personal savings. Investment is slightly higher at the beginning
because of the price shock, but real investment is lower
throughout.

5. If there are any questions, or if you require any further elaboration
do not hesitate to call me.
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