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SUMMARY

Even today many people are surprised to learn that Inuit pay taxes and other levies
like most people residing in Quebec. The reason is that people identify {nuit with
Indians living on reserves who don't have to pay taxes and various levies.

People may also be surprised that Inuit do not live on reserves. The Nunavik territory
where they reside and which they share with other Quebecers constitutes a public
jurisdiction managed under Quebec law. Inuit institutions are also public with
participation on the part of all regional residents without regard for ethnic origins.

As a result, Inuit, while proud of their aboriginal heritage, wish 1o retain their unusual
legal status which signifies full taxpayer obligations and full participation in institutions
of public government in Quebec.

Nevertheless Nunavik Inuit, who along with the other Quebecers have opted to live in
an Arctic zone, face very arduous economic conditions. These include costs of living
almost double the Southern Quebec average and unemployment surpassing 26%.

Furthermore, Nunavik is so isolated that it entertains no outside links with the world
other than air services and very sporadic maritime services. In the far north, people live
as if they were on an island off the coast of Quebec.

Because they occupy a very isolated region and because the costs of transportation
boggle the mind, residents of Nunavik have to bear a very unfair tax burden. For
example, an Inuit hunter involved in the subsistence economy, in contrast to farmers
and similar food producers in southern Quebec, enjoys no fiscal exemptions : he has
to pay full consumption taxation on the purchase of the expensive tools required o
practice his trade. Moreover, when purchasing products imported from southern
Quebec, he/she will have to pay more than 60% for the same food baskst in
coemparison with compatriots residing in southarn parts of the province.

Therefore, while Inuit and other residents of Nunavik have freely opted for full taxpayer
status in Quebec and Canada, they feel that existing tax policies atfect them in an
unfair fashion, For the benefit of la Commission du budgst et de {'administration, their
representatives set forth several recommendations on this occasion.

in cooperation with the Government of Quebec, they would like new policies
lormulated to make their territory an autonomous fiscal zons. With Quebec, they wouid
like to design policies which would favour economic development and the expansion
of the regional 1a2x base.



Together, Quabec and Nunavik representatives should identity transporiation suppon
programmes for Nunavik which would alleviate the impact of extremely high consumer
costs.

In addition, further recommendations pertain to an improved tax regime for traditional
hunting, fishing and trapping food production pursuits; to snsure full application of tha
evolving family tax credit system in the far north; and to the short and long term

resolution of the problems flowing from retroactive taxation of northern employes
allowancss.
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1. INTRODUCTION

The territory of Nunavik accounts for a large portion of the Province of Qusbec. It
extends beyond the 55! parallel north and borders Hudson Bay to the west, Ungava
Bay to the north and Labrador 10 the east.

Nunavik counts some seven thousand (7,000) residents with a 90 par cent Inuit
component. They live in fourteen fishing villages scattered along the lengthy coasts.

While the region mainly contains an Inuit population of hunters, fishermen and
trappers for the most part, newcomers also inhabitant that area with many migrants
from Quebec itself. On the whole, these non natives have adjusted very well to
northern community circumstances.

Worth the note, therefore, is the fact that both Inuit and other residents have mandated
Kativik Regional Government and Makivik Corporation {0 presant their submission 40
la Commission du budget et de l'administration of the National Assembly,

The Kativik Regional Government (K.R.G.) operates under the authority of councillors
elected at large by all residents of Nunavik. In cooperation with other northern
institutions such as the Kativik School Board or the Kativik Regional Development
Council, it seeks to further the participation of all citizens in public government
decision-making. On the basis of the James Bay and Northern Quebec Agreement
signed with Quebec and Canada, K.R.G. enjoys jurisdiction in the following fields :

- municipal aftairs;

- transportation and communications;

- justice;

- health and social services;

- education;

- economic davelopment;

- environment, and

- regional development.

For its pant Makivik Corporation according to the 1975 Agreement, must implement the

following mandate :
- the prosperity of [nu# through financial management of compensation funds
received in virtus of the 1875 Agreement, and

- the protection of Inuit poiitical interests as well as the designand _
implementation of social and economic programmes with a view 10 improving
conditions in northern communities.



Two Objectives For Fiscal Polley In Nunavik

In. contradiction with cartain aboriginal groups, Inuit fresly and carefully opt for full
i2xpayer status within Quebec and Canada, Just like other residents within Nunavik,

they wish to make a meaningtul contribution to Quebec and Canadian society as a
whole.

in this context, and as will be argued during the course of this submission, they seek
implementation of the concept of fiscal equity, that is reliance on the ability to pay on
the pant of citizens. However, first and foremost, Nunavik representatives want to
emphasize the basic notion of fiscal eilectiveness. This notion is based on the geal of
expanding tax yields which would reflect improved economic circumstances. it also

encompasses fiscal efficiency, i.e. collection at least cost through simplification of
administration.

This twin perspective of fiscal equity and effectiveness pervades this submission
during the course of which the aftention of committeg members will be drawn to -

- the bagkground to northern tax issues;
- the factorg indicating the need for revised tax and fiscal policies, and:
- the recommendations put forward by elected Nunavik represeniatives.

2, BACKGROUND

Residents of Nunavik can point to economic and fiscal conditions which set them apan
from other Quebecers. Indeed, their "nordicity” differentiates them from compatriots
living to the South. Moreover, they ars in a position to cite many precedents in Quebec
and elsewhere which show the need for a new fisca! model.

2.1 Specific Quebec Nordicity

Most Quebecers live alongside or near the great St. Lawrence region. As a rasuit, thay
naturally tend to dismiss the provinca's extraordinary geographical diversity. AHar all,
Quebec covers a territory the size of Franca, the largest in Western Europe.

Yet Nunavik constitutes a distinct social and economic region with special fiscal policy
patterns. Distinctiveness flows from several dimensions, including the following :

211 Costs

Federal outpost allowance services estimala that the cost of living in Kuujjuaq
surpasses Montreal prices by a ratio of 1.45, whereas an average family food basket,

according to another federal survey, in Salluit surpasses a similar Ottawa bill by 66%!1
in sama dollar terms.

Climate is a major factor in these cost constrain's. in Kuujjuaq, located 1o the south of
Ungava Bay, there are three times fewer frost-bite days than in. Montreal.3
Construction costs are double the southern average, maintenance costs triple.



With' :spect 1o the taxation of consumption, inequality between North and South is
quite startling. The same product sold in Kuujjuaq costs 45% mors than in Montreal. if
one accepts a combined federal provincial sales tax levsl prevailing in 1991 and
equated to 15.56%, northern consumers will, in real purchasing pcwer terms, pay a
consumption tax of 23%. It is not surprising that the Organization for Economic
Cooperation and Development (O.E.C.A.} in its report on taxation of consumption,
depicted such levies as "somewhat regressive*4. In Quebec, such taxation first atects

{nyit
21.2 The Transport System

To the extent la Commission du budget et de 'administration continues to pursue its
traditional focus on practical issues, it shouid be in a position to recognize Nunavik's
insular status from the perspective of transportation.

in concrete terms, Nunavik constitutes an island. Unlike the James Bay region, no rcad
links northern communities nor does any road provide a link with the South.

Because of the dearth of any maritime infrastructure, annual sealift operations often
lead to tragic and disconcerting consequences, such as the loss of tons of heavy
equipment. it is therefora not surprising that Nunavik representatives established
maritime infrastructure as the first priorty when engaging in talks with Quebec on the
implemenatation of the 1975 Agreement in 1881,

As a result, Nunavik residents depend on air servica for everyday survival. Air costs
are not inconsiderabla. As of 1892, a retum airfare ticket Kuujjuag-Montreal surpassed
$1,200. Despite strict budget constraints, this is why the federal governmemt allocated
$18,204,000 for the airline postal subsidy service in 1388-89, with $10,238,000 for
James Bay and Northern Quebec alonei®

> 13 Specific E ic Cir !

First, labour market structures differentiate Nunavik from the rest of Quebec. Indeed
Inuit under the age of 15 form over 40% of the native population : this demographic
quirk bodes ill for the decrease in existing unempioyment rates, around 26%. in
addition and with regard to the fiscal focus adopted by la Commission du budget,
K.R.G., on the basis of a survey conducted in 1991, stressed the following point :

Inuit ready to join the labour market {persons
aged 15 to £4) accounted for 3,560 individuals,
or 58.2 par cent of the regional population. in
Quebec as a whole, the similar figure equates
t0 69.5%. it is therefore possible to conclude
that the economic burden thrust upon thcse
abla to work, given the striking youth of
Nunavik's population, is much hsavier than
that observed elsewhers in Quebec.®



An economic burden, et it be notad, which contains a fiscal component.

According to the most reliable and scmewhat outdated survey of Nunavik economics,
produced by Professor Gérard Duhaime?, the stereotype of over subsidised natives is
somewhat misplaced : a total income of $27,000 for the average Inuit ‘amily of seven
in 1983. Moreogver, [nuit spend 92 percent of their meaare income on the pyrchase of
Qoods and services, Hence in their eves tha wndye impact of taxes on consymption.

In a narrow sense, thers is no manufacturing capability in Nunavik. Yat industry was
the prime beneficiary of consumption tax reforms initiated by Canada and Quebec
since 1981. On the other hand, 70 per cent of Nunavik employees work in the public
sector whereas the Canadian equivalent is only 8 per cent®. As a resuflt, piti
which represents the principal obstacle against the inflationary etfects of new taxes on
the purchase of goods and services, simply does not prevail in Nunavik.

Finally, members of la Commission du budget should take into account the lack of any

saving base in Nunavik.® In the event of 2 storm, the Inuit have no umbrella - they
have to limit consumption.

i n he Il i

With existing cost constraints, employers as a matter of course don't provide
allowances for employees on the basis of generosity or some humanist ethic.
However, most Nunavik employers have been forced to apply alllowance schemes to
compensate for high costs of living and related i i

For example, a review issued by Makivik Corporation® in 1985 observed that an
employee, recruited from an outside community on the basis of an annual $30,000
wage, could earn as much in financial cost of living and isolation allowances, semi-
free housing, travel benefits and cargo payments. Without, it should be noted, this
employee having local roots.

2.2 Several Appropriate Precedents

Over the ysars, over centuries, elected officials have tended ‘o implement tax and
spending patterns designed, throughout the Westsm worid, to map onto the special
conditions encountersd by a given social or geographic group.

There is every reason to cite before this forum special G.S5.T. and Q.S.T. policies
implemented by Canada and Quebec for fishermen and farmers. K.R.G. and Makivik
can, in this regard, note that the EDIPRQ inventory of federal and provincial subsidies
in Quebec allocated mora than a hundred pages for the description of programmes to
sustain farming whereas four pages are set aside for "northem” initiatives 0. Ba that
as it may, Nunavik residents can cite other prececents leading to the concept of an
Arctic tax policy.

L




Despite a tax yisld assessed at doubls the level observed in Canada and because of
high prices and consumer behaviour, the Government of the Northwest Territories has
opted to implement no salas tax on goods and services. This is also the case for the
Greenland Home Rule Government {next to Quebec) whera, according to official
reports, the overall tax burden in relation to family income does not surpass 26%,
which is not tha case for Quebec.!!

With a view to countering high costs and the effects of isolation for residents in parts of
Quebec, the provincial government established programmes to financially support
maritime and air services for the Madeleine Islands and the lower and middle North
Shore.12

- financial suppon for air services to the lower and middie North Shore in order ™o
ensure reasonable costs for residents”™ with price cuts up 1o 25 per cent;

- financial support for air services to the Madeleine Islands to ensura "reduced
costs®;

- financial support for maritime services to the iower and middie North Shore with
direct subsidies for operators;

- similar support for maritime services towards the Madeleine Islands, and;

support for air services designed to ensure links during the winter season.

Residents of Nunavik approve this transportation support philosophy. In their view, this
policy should be developed and extended.

223 The Insular Di ;

The fact that Nunavik functions on the basis of mono-modal transporiation, that is air
sarvice without access to rcad or maritima modes, reducsas tha region, in practical
tarms, to insular status.

{n this circumstancs, it wouid be useful from a polar perspective to remind members of
la Commission du budget of policies adopted in favour of highly isclated or insular
territories by government parties to the O.E.C.D.

Greenland is an integral segment of the Kingdom of Denmark with special status in
relation 1o the twelve member European Community based in Brussels. it has access
to both fiscal autonomy and unconditional, block funded, annual fiscal transiers from
Denmark. The average Greenland tax burdsn/income ratio of 28 par cent results from
these arrangements.!3 Elsewhera, fiscal experts could refer to the UK Channel
!slands or the !sle of Man. And to many other illustrations of isolation. i



in this respect, K.R.G. and Makivik would wish !0 acquaint the many {rancophone
members of la Commission du budget with the isolation policies of the government of
France:14

- the overseas territory of Saint-Pierrs et Miquelon is entitled 1o full fiscal avtonomy
next to Quebec; French tax legislation does ot apply to the islands.

3. URGENT ISSUES

Residents of Nunavik have made a commitment to the twin objectives of tax squity and
tax effectiveness, as noted above. But other spacific questions warrant the attention of
government and Assembly members bent upon an improved fiscal system.

3.1 The Issue of Equity

it would seem both absurd and disquieting that Nunavik taxpayers and Inuit
consumers should, especially in respect of Montreal and Quebsac City purchasing
powers, be constrained o a combined G.S.T. and Q.S.T. goods and sarvices
consumption tax ranging from 23 to 28% depending on locations in Nunavik. !

As regards direct taxation and despite an annual federal *northem® deduction on
personal income tax amounting to $5,400 extending over areas far to the south of
Nunavik and with access to roads,? basic personal income tax assessmeant rates apply
to residents of Rigaud and to those in Salluit 2,000 kilometres to the North. The
Government of the Northwest Teritories implements, for obvious reasons of high
prices, the most moderate income tax rates in Canada, as do other northern
jurisdictions. Territorial fiscal experts assessed at some $35 million the purchasing
power steal from Ottawa in relation to real after tax income in 1988.3 Applied to
Nunavik, this figure would amount to over $4 million.

Cne of the reasons why foreign governments, as briefly noted during the previous
section on precedents for Nunavik, adopt special fiscal designs, is the simple and
important imperative to achieve and maintain inter-ethnic harmeny. This is not an
academic issug in Nunavik and elsewhere throughout tha Arctic.

According to the INAC repont published in 12904 on the guestion of postal subsidies
for air service to tha North, per capita non-native revenues surpassed aboriginal
incomes in 1885 by 400 percent! And members of la Commission du budget should be
apprised that incomes achieved by non-native households represent a majority of
revenue gained in Kuujjuaq or Igaluit {Frobisher Bay) on Baffin Island in communities
where [nuit form a large majority.

These outsiders are also the first to benefit from generous allewance regimes
implemented by public and private sector institutions in Nunavik and Ba#fin, although
they remain, for the most pant, for short periods of time. .
it wouid be disastrous if a fiscal system which, for Nunavik residents, constitutes an
unfair tax moedel, further increased socioc-economic disparities betwean different



peoples on Quebec tarritory. Such distortion would be contrary 1o the ganeral public
interest.

3.2 The Issue of Effectlveness

Any tax system, through redistribution of income between citizens of the same polity,
either corporate or personal income, should, over time, be designed to create wealth

for the general good, for the benefit of all and each. g erwise, taxation kills the tax
base.

This seemingly trite cliché is relevant for the Nunavik region in that “the cost of doing
business” far exceeds a!ready high cest of living levels for inuit. it should be noted that
Inuit know small business alrsady supplies about 50 percent of income and
employment in neighbouring NWT and represents the key for future economic seif
reliance in Nunavik.S

For the moment, Nunavik citizens have to cops with the MIMO syndrome - "money in
and moneay out” - which detracts from federal and provincial transfer objectives in the
territory, i.e. economic self-reliance. imports to Nunavik far exceed local production :
like N.W.T. for the most pant, Nunavik remains an economic colony. Observers
estimate that 97 percent of every dollar transferred by government to Nunavik is spent

in the South.b

A final observation on the obstacles to enterprise in Nunavik can be drawn from
conclusions reached by K.R.G. and K.R.D.C. following a review commissionned in
1992,

If it is assumed that a small business in Nunavik operates on an annual $500,000
turnover with net expected profit of $25,000, and in relation to federal and provincial
direct and indirect corporate taxation, as well as municipal fiscal levies, it was found
that the firm in question genarated fiscal revenues for different levels of government
three times higher than net income,? that is over $75,000.

That is to say also that tax outlays correspond to 15 percent of gross sales in a territory
which still has 10 achieva a business and economic pre-take off siage. This phase
depends on the accumulation of financial asssts over tims.

In these circumstances, it is very difficult o envisage the small business network

required to manage Nunavik's very particular damographic patterns and associated
labour market constraints.

3.3 Specific Issues
Iss! n la Resour

Like many other governments, Canada and Quebec seek to favour farm ahd fishery
supply through financial and tax incentives. This national and provincial commitment



to the primary food production ssctor is further enhanced through a variety of taxation
davices, which encompass special income ‘ax gvaluation methods as wall as
exempticns concerning the production and purchase of fresh food, gspecially with
regardto G.S.T. and Q.S.T.

Residents of Nunavik and especially the Inuit support gevernment promotion of
“traditional pursuits” designed to strengthen Canadian and Quebec economic
autonomy. Such activities are also essential for effective occupation of lands and
waters, the first condition of political sovereignty.

Be that as it may Inuit hunters, fishermen or trappers have no access to tax measures
tor the purpose of buying equipment which have been granted farmers.

With unemployment rates double the Quebec average, Inult, in order to surviva, have
-to_imp!ement traditional pursuits such as hunting, fishing and trapping.

As a consequence, they are forced to purchase a wide range oY equipment whether
engines or skidoos, canoes or guns, in the same way southern farmers buy farm
equipment. But unlike farmers, they have no access to food production input
exemptions.

Moreover, their full purchases cost two times more than paid by farmers who dont
have to bear sales taxation. In our view, this situation is unfair. it is also economically
detrimental in that it detracts from food production needed by many Nunavik families.

it is somewhat surprising that tax officials have decided to impose retroactive taxation
on allowances and benefits for fiscal years going back to 1887-88. This dedision, in
simple terms, means that some employees have received bills covering tens of
thousands of dollars without, because of -evere isolation, being in a position 10
discuss evaluations with officials residing in more temperate climes. it is based on the
dubious notion of retroactivity. The consequences are ciear. Despite existing cost
constraints, employers may be forced 10 honour their employee debts.

This seemingly trite incident demonstrates the nesd lor the design and implementation
of a stable, prediciable and appropriats nothern tax environment.

Over time and under the influencs of debt service, ths federal government now tends
to substitute tax credits for direct financial transfers to families. This approach only
makes sense if 1ax returng ars filed. The new system now applies to G.S.T. family
credits put into place in 1991 or to family allowanca paymants.

Economists and sociologists might well ba tempted to weigh tha_%mp%iqaﬁens of
measures designed for literate southern famifies able, with technical aid, to e annual
tax retums,

<5
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On the other hand, the problem for residents of Nunavik is quite concrete, e.g. the
process of ciaiming family credits under Q.S.T. Over haif the aduit Inuit population as
of 1992 failed to achigve schooling beyond eight years, in part because Quebec only
initiated education programmes following the 1975 Claims Agreement. As a result,

hundreds of Inuit families are, for gbiective regsons of history, in no position to claim

tax credits becausa of their limited literacy and despite low income.

it would be misplaced 10 make referenca in this context {g 1ax evasien for the simpie

reason that many [nuitin a difficult economic environment would have every reason 1o
file tax returns. Nunavik representatives and especially the inuit would weicome any
step made by the provincial Department of Revenue 0 cooperate in establishing a
Northern Quebec tax register. Once again, specific interests can be reconciled with the
good of the stata.

4. RECOMMENDATIONS

Nunavik representatives need to maks realistic recommendations at a time of major
fiscal crisis :

- in 1992-83, the combined impact of the federal and provincial deficits for the
province of Quebec alone amounts to $12.8 billion, the equivalent of $1,700 per

capita for gne fiscal year;!

- whereas as deficit and debt were core issues during the 1992 American
elections, the O.E.C.D. recently put them into perspective.?2 If residents of the
United States opted for lsvels of taxation similar to those applying in Canada, the
federal government in Washington would immediately move into comfortable
budget surplus conditions. Indeed, Canada's tax burden in relation to ‘G.N.P. is
10 per cent higher.

Residents of Nunavik share these concems with other Quebecers.

In addition, Inuit in Nunavik face problems similar to southerners : budget austerity and
cuts. The bell tolls for all of us.

4.1 Recommendation 1

That la Commission du budget et de I'administration take into consideration the
creation of a Nunavik Quebec {zsk _fgrca, which wouid include the main provincial
depariments concerned such as Finance, Revenus and S.A.A3 and northern
represaentatives in order, as of December 1293, to make p | pr g with
respectto :

the establishment of a specific Nunavik territory tax regime which wouid reflect
northern economic realities both in terms of philcsophy and n terms of
process; ’

i



the development and expansiomof a genuina Nunavik tax basa.4

4.2 Recommendation 2

That, in the course of a second phase and in recognition of the complex efects of
intergovernment taxation tradeotfs, the task ‘orce engage in talks with the ‘edaral
Department of Finance and Revenue with a view 10 :

the consolidation of a Nunavik regional tax regime with reference to proposals
made by the provincial-Nunavik group as of December 1893,

the development and expansion of a Nunavik tax base.

4.3 Recommendation 3

That negotiations commence immediately between for the first part K.R.G. and Makivik
Corporation and for the second pan the Quebec Departments of Finance and
Transport as well as S.A.A., as to how to subsidise air and sea service operators to
Nunavik. In this respect, the North Shors and Madeleine Island precedents wouid
provide usetul guidslines. The working group on ' ] ion" would, as a

matter of course invite federal representatives from D.O.T. and Northern Afairs
Canada.

4.4 Recommendation 4

That the Quebec Department of Revenue implement, in cooperation with K.R.G. and

Makivik Corporaticn, a system to facilitate the filing of fax returns by res ants of
Nunavik.

4.5 Recommendation 5

That Quebec legislation and regulations be revised with regard to indirect taxation and
taxation of consumption in order to provice Inuit huntars with the sama fiscal
exemptions enjoyed by other food producers in the province, including farmers.

4.6 Recommendation 8

That the provincial Department of Revenus repeal regulations respecting the
[etroactive taxation of allowances and benefits. At the sama tims, in cooperation with
Nunavik employers, it would formulata a stabls, pregictable regime which would be
made fully public.

s |
'



13

NOTES AND REFERENCES

BACKGROUND

1

10.

1.

12.

13.
14.

Indian and Northern Affairs Canada (INAC), "Produits alimentaires destinés ay
Nord" rapport de I'étude sur fa subvention accordée au service asrien omnibus”
Ottawa, 1990, p.87.

INAC, "Produits alimentaires...*, op cit, pp.85,88.

Statement on the pant of Senator Charlise Watt, Senate of Canada, November 18,
1990.

O.C.D:E., "The taxation of Consumption®, 1988, pp.36-435.
INAC, "Produits alimentaires..”, op cit. p.72.

K.R.G.., "Schooling, Vocational Training and Economic Activity in Nunavik",
Kuujjuaq, 1992, p.7.

Gerard Duhaime, "Le pays des Inuit®, Université Laval, 1989, 518 p.
Ibid

Société Makivik Corporation, "Employment and income Pattsms in Northern
Quebec” - "Emplois et revenus au Nord québécnis®, Kuujjuaq, 1985.

EDIPRO, “Le répertoire des subventions et aides gouvernementales”, Montréal,
juin 1892, pp.XiI-IX with respect to federal programmes.

Greeniand Home Rule Office, "Greenland Economic Repont”, Copenhague, 1990,
dir. Lars Vesterberg; GNWT Department of Finance, “Tax Options" Yeliowknife,
August 1988,

EDIPRO, "Le répertdira...” op cit, pp.401-407 with respect o provincial
programmes.

Vesterberg, op cit.

Editions Francis Lefévre, "Précis de fiscaiité” section Quire Mer, Paris, 1982,
pp.1042-1051



APPENDIX 2

Excerpts from the proceedings of the
Standing Committee on the Budget
and Administration
of February 18, 1993



T
ASSEMBLEE NAT[ONALE

DEUXIEME SESSION T