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Why Study Fiscally Induced Migration?

An Introduction to the Issues
The sensitivity of internal migration to interregional
differences in fiscal structure is a central element in
two particularly important economic policy debates in
Canada The first of these is concerned with the
trade-off between interregional equity and the
eff1c1ent allocation of factors of production across
regions. Regional policy analysts have been debating
the nature of this trade-off since the 1950s, along
with the question of what policy should be adopted
towards ,t. The second, and more recent, debate is
concerned with the ownership of western natural
resource rents. The discussion here centres on such
questions as how resource-based tax revenues
should be divided among federal and provincial
governments, and whether provinces should be able
to regulate mterprovincial migration.
We begin this study of the fiscal determinants of
mterprovinc1al migration with a review of these
debates. This review will illustrate the potential
importance of fiscally induced migration to economic
welfare, and therefore serves to motivate the eco
nometric search for fiscally induced migrants that will
be conducted in subsequent chapters. It will also
prove to be of some help in choosing between
alternative ways of representing fiscal structure in a
m1grat1on equation, in selecting data samples, and in
identifying empirical results that may be of particular
pohcy relevance.
Migration and the Equity-Efficiency Trade-off

It is instructive to begin a review of the debate
concerning the equity-efficiency trade-off by recalling
that over 40 years ago the Rowell-Sirois Commission
(Canada, Royal Commission on Dominion-Provincial
Relations, 1940, Book Ii, p. 83) advocated as one
basic principle of public finance in Canada that the
federal government should transfer to the poorer
prov!nces enough funds to enable those provinces to
provide a national average standard of public ser
vices with taxation of average severity.

This call for what are now known as equalization
payments was based on the Commission's desire to
maintain "horizontal fiscal balance" in the federation;
that is, to ensure that an individual of given economic
circumstances would receive the same level of certain
essential public services and incur the same tax
burden wherever he lived in the country. In the
absence of intergovernmental grants or some other
corrective measure, this objective is not likely to be
achieved in a federal system, as Buchanan ( 1950)
has clearly shown. The essential problem is that, even
if all governments treat individuals with equal incomes
equally in fiscal terms within their own jurisdictions,
the impact of all federal and provincial budgets
combined will generally be such that individuals with
equal incomes are treated unequally. To Illustrate this
point, if we consider two communities with an identi
cal per capita output of publicly provided goods and
services, the wealthier of the two communities will,
ceteris paribus, be able to meet its revenue require
ments with lower (income) tax rates. Raising a given
amount of revenue per resident requires in general
lower tax rates for higher levels of per capita income.
As a result, for the specified amounts of local public
services, an individual in the wealthier community will
tend to have a smaller tax bill than an individual who
has the same income but lives in the poorer jurisdic
tion.
Thus, from the standpoint of the fiscal system of
the country as a whole, equals tend not to be treated
equally. The Rowell-Sirois solution to this problem
was for the federal government to transfer funds ( or
pay equalization) to the poorer provinces to equalize
the fiscal capacity of all provinces. This would enable
the poorer provinces to provide access to a national
standard level of public services at interprovincially
comparable tax rates if they so desired. 1
The equalization program has become one of the
social norms in Canadian society, so much so that it
is to be entrenched in the new constitution. 2 In the
view of some, however (notably Scott, 1952, and
Courchene, 1970, 1978a, 1978b), it is not without
cost that we do so. And here we turn to the role of
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per capita market incomes, could provide the same
per capita level of public services at lower p�rso�al
income tax rates in the absence of equalization
payments (or better services at the same tax rates)
means that people may have left the disadvantaged
reg10ns, even though their marginal productivity is
hi!;!hest there. They may have left because they care
not just about their market incomes but also about
their net fiscal benefit, which is equal to the value of
public services received less what they pay in taxes.
In other words, a fisherman from the Newfoundland
outports may move to Toronto because he perceives
that - for similar levels of taxation - he could obtain
better schooling for his children in the latter location.
His contribution to national output, however, may well
be less in Toronto than in his native environment.
In general, a migration equilibrium of an individual
will only occur when the sum of his market income
plus his net f i scal benefit is equal across regions.
Therefore, so long as interprovincial differences in net
fiscal benefits ex ist, market incomes will not equalize
across regions, and national per capita income will
not, as a result, be as high as it otherwise could be.
Since the problem is that migration choices are
based partly on the difference in net fiscal benefits
across regions, one solutlon is a system of equaliza
ti on payments to eliminate these differences. Such a
program would make fiscal structure an irrelevant
factor in the migration decision of the individual. It
would also, of course, ensure that horizontal fiscal
balance 1s maintained. Thus, in the Graham view, we
have here a rare i nstance where policies to promote
effic iency and policies to promote equity do not imply
an equity-efficiency trade-off. The same equalization
program will serve both ends.
It 1s i nteresting to note that the above efficiency
argument for equalization, which originally arose in
Canada in the context of the debate over develop
ment strategies for the Atlantic region, can also be
applied to the case of migration to the resource-rich
provinces in the west (see, for example, Boadway
and Flatters, 1981a, 1981b, or Wilson, Percy, and
N0rrie, 1980). Net migration to Alberta, which, as will
be seen below, has accelerated dramatically since
the price increases sought by the Organization of
Petroleum Exporting Countries in 1973, is inefficient if
it simply represents an attempt to capture natural
resource rents via the Alberta fiscal system. For, in
tflat case, migration is not related to the marginal
productivity of the factors involved, and hence must

result in economic inefficiency and a reduction in
national per capita incomes. The obvious remedy for
problems caused by the harvesting of resource rents
by provincial governments is a program of equaliza
tion based on natural resource revenues, thereby
making natural resource rents an irrelevant factor in
the migration decisions of individuals. Hence, in this
application, the Graham analysis suggests that at
present there is too much migration to the west, since
the present equalization formula does not fully reflect
provincial natural resource revenues.
Graham's argument, while based in the same
neoclassical theory of migration as that of Cour
chene, is confined solely to the (beneficial) effects on
migration of the equalization program. On the other
hand, Courchene is concerned with the broad range
of government policies that can, he argues, interfere
with interregional adjustment mechanisms, especially
migration, that would otherwise tend to promote
economic growth and equalize earned incomes
across the country. Courchene could even concede
that, on his terms, Graham is right about equalization
when it is "properly" computed, and still argue that
the essential problem is the place-oriented nature of
other important transfer programs, such as the
regional variations in unemployment insurance.
Moreover, in view of his concern with the effect of the
transfer system as a whole on provincial economic
policy, Courchene might also argue that Graham has
ignored the tendency of equalization to induce
provincial policies with respect to private activity,
which are inhospitable to long-term provincial growth.
Or, in other words, Courchene could argue that
Graham's view is not robust with respect to an
alternative model of provincial government behaviour
because, in this other (Courchene's) model, the
efficiency-enhancing effects of equalization can be
outweighed by the social costs of the provincial
political behaviour engendered.
A quite different theory of regional underdevelop
ment, which is more fundamentally at odds with
Courchene's analysis, and which would provide
support for a wide range of regionally discriminating
transfer programs, is Myrdal's ( 1957) cumulative
causation hypothesis. To various degrees, this theory
has been accepted in the regional development
literature, a literature which has never fully accepted
the neoclassical version of labour market adjustment.
(See, for example, Holland, 1976, or Armstrong and
Taylor, 1978.)
In Myrdal's theory, migration from the Atlantic
provinces in response to (say) a fundamental shift in
the. centre of economic activity from the east coast to
the centre of the country is selective, draining the
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with completely offsetting the nationwide horizontal
inequities introduced by provincial governments.
The broad-based view of equity described above
would require the use of equalization payments to
eliminate all interprovincial differences in aggregate
per capita net fiscal benefits. Thus, this view calls for
full equalization of all interprovincial differences in per
capita resource-based tax revenues. This would be
financially equivalent to the situation in a unitary state
in which all resource-based tax revenues accrued to
the central government and were used to finance a
uniform set of "provincial" services across the
country. It would appear to be the sort of solution
implicit in Graham's arguments."
The solution corresponding to the narrow-based
view of equity would turn out to require a much
smaller reduction of per capita differences in
resource-based net fiscal benefits. Since, under this
narrow-based view o'/ horizontal equity, these fiscal
benefits are considered part of the incomes of
persons before federal taxes and transfers, horizontal
inequity arises only if the federal tax and transfer
system does not tax this fiscal benefit component of
income. The solution here would be io add to (sub
strncl from) personal incomes in each province an
imputation for the amount to which each resident
benefited (suffered) as a result of residing in a prov
ince with above (below) average per capita resource
based tax revenues and, in effect, taxing this just like
any other form ol income. This could be accom
plished by an equalization program that equalized
only a portion of the differences in per capita
resource-based tax revenues between provinces, with
the proportion being determined by the overall
marginal federal tax rate prevailing in each province.'j
The essential underlying value judgment in this case
is that it is ethically correct and/or constitutionally
necessary to grant property rights to resource-based
tax revenues to the residents of the province in which
the resources are located.
Therefore, Boadway and Flatters conclude that if
we do not wish to attenuate provincial ownership of
natural resources as granted by the Canadian consti
tution, horizontal equi1Y considerations do not call for
full equalization of all fiscal benefits based on provin
cial resource revenues. But this has an efficiency cost
to the extent that migrants are attracted by that part
of province-specific resource-based fiscal benefits
that are not equalized across the country.
Migration and the Ownership of
Natural Resource Rents
The Boadway/Flatters analysis clearly requires a
prior decision about the ownership ol resource rents
before it can have practical application. But do

resource rents and associated consumption and
economic development possibilities belong to the
people in the province in which the resources are
found? Or should all Canadians regardless of location
have an equal claim?
In Canada, conflict over resource rents manifests
itself partly in debate over how access to these rents
should be apportioned among different levels of
government in the federation. Obviously those
individuals who believe natural resources are a
national heritage tend to favour assignment of a
substantial part of resource rents lo the national or
federal government or, equivalently, the payment of
equalization when resource revenues enter fully into
the formula for that program. On the other hand,
those who believe in the justice of ownership by those
who reside in a particular province are inclined
towards isolating location specific rents from the
federal fiscal system.
Migration is at the heart of this debate in the sense
that one could say the underlying conflict over natura!
resource rents stems fundamentally from the fact that
many cannot or will not migrate to the west to share
in current or future benefits flowing from provincial oil
and gas revenues (Scott, 1980). If migration was
costless and if there was no capitalization of oil and
gas rents into housing prices, increases in rents from
these resources might trigger migration to the west,
which would greatly reduce the extent of the current
political debate in the federation over the access of
different jurisdictions to resource rents. For, in the
case postulated, which government actually "owns"
resources now, or what any government might do
with resource revenues in the future, is irrelevant lo
the citizen, since any initially unfavourable assign
ment could be offset by migration. But, migration is
not costless. Hence, a choice between the national
sharing of resource rents via direct federal access to
them (which reduces emphasis on migration as a
means of distributing resource rents throughout the
country as a whole) and not doing so (and implicitly
relying on migration to the west as the sharing
mechanism) is a fundamental choice about property
rights.
II should be noted, in view of the preceding discus
sion of the equity-el-/iciency trade-oil, that migration
to reap province-specific natural resource rents may
in part dissipate those rents by misallocating too
much labour to resource-rich provinces and hence by
lowering national per capita incomes. And, in view of
this rent dissipation, it has been suggested that we
might be able to avoid entirely conflict over owner
ship of western resource revenues. Assume for
example that migration to Alberta to "get a piece of
the fiscal action" has occurred. Then, do the original
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Figure 1-1
Gross Inflow and Outflow Rates of
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rests upon these yet-to-be substantiated empirical
relationships.
This statement as well as our discussion of the
equity-efficiency trade-off indicate that there are at
least two distinct relationships that are not well
understood. The first is that between migration and
fiscal structure. The second concerns the implications
of migration for economic growth.'' The empirical
research in this study bears directly on the first
relationship only. Strictly speaking, ii is not designed
to, and cennot. in fact, finally resolve debates con
cerning migration as a determinant of economic
gro wth or regional disparities, a limitation about this
sort of research that some authors have ignored (see,
for example, Matthews, 1981, p. 280).
Evidence on the extent of fiscally induced migration
will, however, indicate whether the equity-efficiency
trade-off debate need be oi concern to policy makers
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and, from a policy perspective, this is probably the
most important contribution of the empirical research
to be presented here. Recall that, if provincial owner
ship of nelural resources is accepted, then equity
considerations do not, in the Boadway/ Flatters view,
call for the full equalization of provincial expenditures
financed by natural resource revenues, and this has
an efficiency cost to the extent that migrants sre
attracted by the part of natural resource revenues
that is not equalized. But, if the relationship between
migration and provincial natural resource revenues is
found to be extremely weak, there would obviously
be little efficiency cost to less than full equalization. ln
that case, an equalization formula could be chosen
on the basis of equity considerations alone. In the
same way, the potentially adverse effect of personal
or intergovernmental transfers on regional economic
development that concerns Courchene would be of
diminished interest to policy makers, if it could be
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Figure 1-3
Gross Inflow and Outflow Rates of Family Allowance Accounts, Alberta, 1950-78
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Figures 1-1 to 1-3 illustrate these migration
developments for New Brunswick, Ontario and
Alberta, and the change in the interprovincial migra
tion pattern suggested in these three figures is
confirmed more generally in Table 1-1. 12 After
examining the swings in provincial migratory balances
indicated by Table 1-1, Boadway and Green ( 1981,
p. 5) have also concluded that there has been a
"shift" in historic internal migration patterns. In their
vie w, we have in the 1970s observed for the first time
in the last century, simultaneously, an exodus from
the central provinces and a net inflow to both Alberta
(and British Columbia) and the Maritime provinces.

The flows to the west may have been triggered by
the sharp climb in the early 1970s in the price of
hydrocarbons in world markets, which produced a
considerable growth in natural resource rents, part of
which are transmitted to residents of Saskatchewan,
British Columbia, and particularly Alberta, through
these provinces' fiscal systems. Alberta, for example,
collects no sales tax, has the lowest personal income
tax rates in the country, and has provided for future
financing of public services through its tax-exempt
Heritage Fund, the value of which could reach $15
billion by 1984 (Helliwell and Scott, 1981, p. 29).
Table 1-2, which shows indirect natural resource tax
revenues per capita by province, clearly indicates a
substantial and growing differential in favour of the
three western most provinces. 13

At first glance, one could be easily tempted to
attribute these recent developments in internal
migratory balances at least partly to changes that
affected, during the same period, the fiscal structure
of the provinces concerned.

The recent positive migratory balance for the
Atlantic provinces might be partly the result of
changes to the Unemployment Insurance Act that
made it easier to qualify for benefits (as of 1977) and

1974 have exceeded one per cent of the province's
population.
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Federal Transfer Payments to Individuals, including Unemployment Insurance, Per Capita, and as a Proportion
of Labour income, by Province, Selected Years 1952-77

~---

1952

1957

1962

87.11
(.152)
110.63
(.137)
107.71
(.148)
82.12
(.077)
97.33
(.056)
101 17
(.098)
89.05
(.149)
88.80
(.093)
129.30
(.088)

128.47
(.155)
141.46
(.150)
149.11
{.174)
107 77
(.083)
123.16
( 069)
131.24
(.103)
112.68
(.128)
109.19
(.084)
158.32
(.092)

155.04
(.180)
178.51
(.171)
172.27
(.177)
119.87
(.082)
145.82
(.077)
180.41
(.129)
198.60
(.207)
153.22
(.110)
189.94
(.110)

1967

1972

1977"

320.47
(.221)
337.44
(,187)
338.39
(.197)
252.83
(.111)
258.16
(,085)
283.03
(.126)
268 30
(.172)
238.36
(.101)
323.12
(.117)

511.53
(.264)
464.00
(.202)
496.18
(.227)
377.98
(.126)
319 72
(.085)
349.59
(.121)
325.59
(.137)
254.98
(.077)
390.73
(.107)

(In 1971 dollars)
Newfoundland
Nova Scotia
New Brunswick
Quebec
Ontario
Manitoba
Saskatchewan

Alberta
British Columbia

180.71
(.157)
217.52
(.162)
203.24
(.154)
134.25
(,071)
168.70
(.070)
187.28
(.105)
171.54
(.135)
152.07
(.083)
207.44
(.094)

"If unemployment insurance payments are removed from th,s table. the analogous figures tor "other" transters to persons as a proportion ot
labour mcome •n 1877 are Newtoundland ( 141). Nova ScotLa {.139), New Brunswjck (.137), Quebec (076), Ontario (.066). Manitoba (.100),
Saskatchewan 1.117), Alberta (.066), Bdtish Columbia (.076). Comparing Newfoundland to Alberta tor both these latter figures and those
in the table suggest that unemployment insurance payments enhanced regional variation in the transfer system.
SOURCE See Appendix A, and calculat,ons by the aulhors
Tabl<e 1--4
Unconditional Transfers from the Federal to Provincial Governments
Selected Years 1952-77

-----·---�----

·· --

Per

1952

1957

1962

20.15
4.46
4.52
1.12
1.08
3.12
3.13
3.10
1.51

39.09
30 06
20.29
10.42
0.90
20.22
25.15
16.00
6.53

91.17
54.95
59.15
19.16
0.96
23.23
39.94
12.15
0.00

Capita, by Province,

1957

°

1972

1977

226.27
161.91
178.90
81.46
0.57
81.03
168.27
1.77
0.90

314.13
275.01
255.39
137,76
19.21
147.54
49.32
23.63
19.24

(In 1971 dollars)
Newfoundl2nd
Nova Scotia
New Brunswick
Quebec
Ontario
Manitoba
Saskatchewan

Alberta

British Columbia

··---

163.12
111.29
117.70
45.41
0.75
51.66
37.17
3.26
0 95

"The 1977 fjgures include transfers with respect to the 1972 revenue stati,lization program, under wh1ch the federal government agreed to temporarily
(until 1978) cushion provincial income tax revenues against cyclical downturns in aggregate activity Removal of the re..-enue guarantee would reduce
the figure� /or Ontario, Alberta, and British Columbia to about 1 0.
SOURCE See Append1x A, and calculations by the authors

is essential to take into account the influence of other
"private" economic factors determining migration. II
could well be that individuals are overwhelmingly
concerned with job pmspects when choosing
between labour markets, and that the expectation of
fiscal benefits is not of significant importance as a
determinant of migration decisions. However, in view
of the ease with which recent developments in

interprovincial migratory trends may, if only at first
glance, be plausibly associated with contemporane
ous developments in various aspects of fiscal struc
ture, it would seem that it is an opportune time for
empirical research on the extent of fiscally induced
inlerprovincial migration in Canada.
In the next chapter, we begin our own work on this
topic with a review of existing empirical research.

lnterprovincial Migration and Economic Adjustment

of transfer income is "worth" more in a low-income
province than in a high-income province (Courchene,
1970, p. 554). Note that TRF1 includes Uli,
Exact sources of these and other data used in this
study are given in Appendix A.
The choice of explanatory variables in equations I
and !I and the expected signs of coefficients given in
the first row of Table 2-1 are consistent with the
standard human capital migration literature as
surveyed, tor example, by Greenwood (1975) or
Rothenberg ( 1977). Courchene does in fact consider
these equations to have been based on the human
capiial theory of migration behaviour. In this view,
following Schultz (1961) and Sjaastad (1962), an
individual migration decision is a decision to invest in
one's own human capital. The gross return from the
migration "investment" is the discounted present
value of the expected /uture money income stream in
the destination plus the present value of nonmonetary
items such as the psychic income derived from
residence in that location. The costs of this invest
ment are the present value of the expected foregone
money and psychic income streams in the origin, plus
the money and nonmonetary costs directly
associated with moving. Migration, in the human
capital approach, is positively related to the size of
the expected net return on the migration investment.
Econom2trically, the result al this approach is an
estimating equation like equation I or II in which
explanatory variables are, as a set, supposed 1:o
serve as a proxy for the expected net return on the
migration decision. The log form of the equations in
Table 2-1 is desirable because it is consistent with
diminishing marginal utility of income and therefore
with risk aversion, which, it is plausible to assume, is
a characteris(ic ot migrants.
To aid those readers unfamiliar with the human
capital theoretical basis of a migration equation,
further description of the approach will be forthcom
ing later in the chapter. At this point, however, it is
convenient to consider instead the absence in
equations I and II of a variable representing the
migration influence of unconditional grants.
In view of the issues raised in the first chapter, it is
certainly desirable that unconditional grants such as
equalization be represented in the estimating equa
tions. The reason that this is not so in equations t and
11 is Iha.I Courchene included an unconditional grant
var iable only in equations intended for estimation with
census data, while equations I and II were used by
him only In conjunction with family allowance data.
We shall use only family allowance data here but,
since time series on the grant variable Courchene
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used is available, we shall estimate a variation on
equation I that includes this variable. That variation is
listed in Table 2-1 as equation 111.t It includes the
Courchene grant variable GU/Li, defined as uncondi
tional grants to province i divided by the labour force
in that province. As in Courchene (1970), GU con
sists of equalization payments (the major
component), statutory subsidies specified in the
British North America Act, and Atlantic Provinces
Adjustment Grants. In the 1970s, which is beyond
Courchene's sample period, GU also includes the
revenue guarantee or stabilization payment given to
the provinces by the federal government. According
to Courchene, the coefficient on GUi/L1 should have a
negative sign.
Equation Ill also includes the transfer to persons
variable TRF,IYL1 and the unemployment insurance
variable UI/YLi- Thus, equation Ill contains all the
fiscal variables that appeared in Courchene's paper.
The Dependent Variable and
the Family Allowance DatB Set

The dependent variable FMAC1/ACi in equations I,
II, and Ill is a gross out-migration rate.' This choice of
a gross rather than a net migration variable is desir
able because better empirical results can be
expected from the gross migration model, for al least
three reasons. Firsi, in net migration models, the
effects of some variables such as distance having the
same sign in gross in-migration and gross out
migration equations are "wash8d out," while those of
unequal sign variables such as employment income
are amplified (Greenwood, 1975, p. 408). Second,
the tendency for gross in-migration and gross out
migration rates to be either high or low means that
important relationships between growth performance
of a region and mobility may be masked in net
migration models (Richardson, 1979, p. 1 i0).'' Third,
there is the aggregation problem of modelling return
migration together with "first time" migration in the
net model, since return migrants and "first time"
migrants are likely to be motivated differently (Van
derkamp, 1971).
The actual measure of family allowance gross out
migration used here is based on a revised family
allowance data series. The revisions in this data are
threefold:
� The series has been extended back to 1950
and forward to 1978. Courchene's data cover the
shorter period 1952 to 1967.
., The revised series is consistently based on
accounts received in a province rather than on
accounts sent to a province. Although the two series
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I""'

(3.5) P,1

1, ... , J.

Dornencich and McFadden argue that the Weibull
assumption is the only one that leads to a computa
tionally tractable estimating equation."
lf the V1/s are log-linear in parameters, as we shall
assume (following Grant and Vanderkamp, 1975),
since this is consistent with risk-aversion, equation
(3.5) is jusi the usual MNL model. However, the
preceding derivation of this model from utility maximi
zation considerations by McFadden (1973) is new,
and gives additional support to a choice of the MNL
model as a basis for a migre.tion equation.

From equation (3.5), it can be seen that the
probabilities sum to one for each i, and that P11 is not
lndependent of the attributes of alternative jurisdic
tions k, kfi and 1<'1-i, since an increase in Vk, due for
example to an increase in expected income there, will
increase the denominator of equation (3,5) and
hence reduce Pq. The MNL model, then, in this respect
meets the criticism raised at the beginning of the
chapter.
However. while P,) is not independent of the attrib
utes of ai\ernative jurisdictions k, the ratio of any two
probabilities, say Pi/P1i is independent of Zk tor all frc,t.i
and ktf. fo see this, we use equation (3.5) to com
pute the odds of moving to region j rather than
staying in region i, which are:
,

{3.6)

l'P,;,j' =' eeVri.
V

This property of the probabilities in equation (3.5) is
called ''independence from irrelevant alternatives.''•
Note that in equation (3.6) we have normalized
Without loss of generality by the staying probability,
Since this seems natural in the present migration
context and because it proves to be econometrically
most convenient when it comes time to choose an
efficient estimator.
Taking natural logs on both sides of equation (3.6)
gives:

(3.7) log

(p)
/'.

==

I:::::. 1, , .. , J
andjc,l,j_

This equa.tion provides a good basis for the nonsto
chastic part of the estimating equation that we seek.
In particular. equation (3.7) is convenient because
only attributes of origin f and destination f, along with
socio-economic variables s, appear on the right-hand
side as explanatory variables. V's for provinces other
than i or f do not appear in equation (3.7), although
they do appear in equa.tion (3.5) for Pi/·
The simple form of the right-hand side of equation
(3.7) is a consequence of the independence from
irrelevant alternatives property. While this property is
obviously econometrically most desirable, it does
have the drawback that its reasonableness depends
on all alternatives being distinct and independent in
the eyes of the decision ma\<er (see, for example,
Oornencich and McFadden, 1975, pp. 77-7B), This
requirement does not seem too strong in the present
situation in which individuals choose between alterna
tive provinces, each of which can be described by its
own distinct vector of attributes.
The remainder of the chapter is concerned with the
detailed specification of the right-hand side of equa
tion (3.7), and particularly with the specification of
the Zk's in V(zk, s) which can be thought of as
consisting oi a vector of "private sector" variables Xk
(including the costs of moving when k,i-i) and a vector
of public sector variables wk.
We turn first to a consideration of the private sector
variables.

Private Sector Explanatory Variables
To specify the private sector components of Zk, we
rely on the human capital approach to migration as
presented in Chapter 2, though the specification of xk
will differ in some respects from the vector of private
sector explanatory variables introduced there.
Thus the vector Xk includes a measure of expected
real permanent employment income, denoted Yk. The
construction of Yk from tax data files will be dis
cussed later. The use of an employment income
variable reflects the assumption that variation in
private nonemployrnent income (tor example, invest
ment or rental income) will not affect the typical
location decision.
The vector Xk may include variables reflecting the
uncertainty of employment: the growth of employ
ment (both private and public) per person in the
labour !orcet:,.Ek /L k , and the unemployment rate Uk
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felt in this respect. but nonetheless may well be a
fundamental determinant of the responsiveness of
government to the demands of citizens.

harmonization should not be on the agenda at federa/
provincial conferences, because /his threatens to
diminish intergovernmental competition in Canada.

In this view of the political market place, ii migration in
response to variation in fiscal structure across the
country is low because migration costs are high, the
possibilities for coercion via provincial or municipal
public sectors are enhanced. French-speaking people
in Quebec who have a cultural preference for remain
ing there, tor example, are more likely to be subject to
coercion exercised through the Quebec public sector
than the relatively more mobile Anglophone popula
tion, because cultural pre/erence makes the indirect
cost of migration very high. (It is appropriate to note
here that Quebec personal income tax rates are the
highest in the country.} Similarly, where location
specific resource (or other) rents exist, as in Alberta,
the benelits ot which individuals are reluctant to
forego, we may observe more coercion exercised via
the public sector. since such coercion may not
precipitate out-migration to the same extent as in
provinces where location-specific rents do not exist.

The idea expressed above that the behaviour of the
state is potentially harmlul and. hence, that citizens
must be careful to maintain institutions that help to
enforce "'correct" behaviour is not the only basis upon
which to judge public policies having migration
implications. One of the a!ternative views o/ great
importance in the Canadian context is that mainte
nance of a stable and legitimate national polity does
and should require the Canadian state to protect the
demographic viability ol historically defined regional
socio-economies, such as those of Quebec or New
foundland (see, for example, Bird, 1979). In this view,
at least some intergovernmental and personal tra:nslers
are supposed to inhibit out"migration from declining
regions, by counteracting the economic forces that
have initially led to regional decline. This may result in
economic inefficiency in the narrow sense used by
participants in the Courchene-Graham debate, or even
1n social losses stemming from collusion between
governments. as discussed immediately above but, in
this view, such losses, if they occur. are simply the
price that society has to pay tor dafence of a stable
and legitimate national policy.
11 Courchene would probably put a third relationship on
the research agenda. This is the relationship between
the transfer system and provincial policies with respect
to private economic activ!ty.
12 The internal migration flows reported in these ligures
and in Table 1-1 are based on /amily allowance data.
See Appendix 8. It is of interest to note that Alberta,
which had the highest rates ol gross in"migration in the
1970s ol any province, also had the Jarges1 gross out
migration rates. This positive correlation of gross in
m"rgration and gross out-migration rates is not an
unusual phenomenon {see, tor example, the survey by
Greenwood, 1975, p. 413).
13 The province ol Prince Edward Island is excluded here
{and in subsequent tables). Generally, Prince Edward
Island will also be excluded from samples used in the
empirical work reported in subsequent chapters
because of the difficulty ol obtaining certain data for
this very small province.

It is implicit in the above view of the virtues of lederal
structure that intergovernmental fiscal arrangements
carry with them the danger ol collusion between
governments to regulate or control migration in the
particular interests of powerlul groups. It has been
suggested by Breton and Scott (1978, p. 124), for
example. that equalization paid to the Atlantic prov
inces might be viewed as an exchange arranged by the
federal government between the governments of
Ontario, Alberta, and British Columbia on one hand,
and those of the Atlantic provinces on the other, on
behalf of certain politically powerful groups. Ontario
may not want internal immigration from the poorer
provinces, since this is inimical to the interests of
resident unionized /actor suppliers. (International
migration can be controlled to a greater extent via the
province's inlluence on both the total number, and, by
way of the immigration point system, on the skill mix of
international migrants, and thus does not pose as
serious a threat as uncontrolled internal migration.)
Also the Atlan1ic provinces may want to finance
subsidies that maintain the profitability of firms in
declining sectors, and hence sustain employment
(Migue, 1977), or reduce actual or potential taxes paid
by high-income groups, so as to retain their richer
taxpayers (Breton and Scott, 1978). In these ways,
intergovernmental transfers could enhance the ability
ot governments to successlu!Iy service special interests
at the expense ol the general taxpayer.
But, ii one of the virtues of the federal system is the
relative ease with which exit can be used, then
arrangements between governments that make them
less competitive may have a social cost that cannot
easily be computed in terms ol economic elticiency as
usually defined. This cost would rellect the resulting
reduc1ion in the uselulness ot threatened or actual exit
as a means of maintaining the proper relationship
between the individual citizen and the state. Thus
Belanger (1981) has recently concluded that tax

CHAPTER 2
1 See Courchene ( 1970, Table VI, p. 570).
2 Ibid. (Table I, p. 562).
3 There has been some recent preliminary work on the
role of certain fiscal variables in determining migration
to and from Newfoundland by Boadway and Green
(1980). Termote and Fr€cheite ( 1979) have considered
the role of grants provided by the Department of
Regional Economic Expansion in explaining interpro
vincial migration flows. Cousineau (1979) has exam
ined the ettect of unemployment insurance on migra
tion /lows between Ontario, Nova Scotia, and New
Brunswick. However, none of these authors provide fl.
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Notes

i'

Visscher (1978); Epple (1980); Epple and Zelenitz
(1981); and Starrett ( 1981 ).

fiscal variables other than unemployment insurance
remains constant over time. However, the results of
using this shill variable are ambiguous.

There seems to be very little consensus in this literature
about what the capitalization o! taxes (or, more
generally, net fiscal benefits) into property values
indicates concerning the efficiency of the local public
sector. Oates argues that the existence of such a
relationship would imply that voting with the feet had
successfully resulted in efficient local public goods
provision. Edel and Sclar (1974) argue the opposite,
that, in a Tiebout equilibrium, tax rates should be
uncorrelated with housing prices. Epple, Zelenitz, and
Visscher ( 1978) conclude that which of the above
views is correct depends on the precise characteristics
of the model being used, and Epple (1980) adds that
the existence of tax capitalization is simply a result of
rational economic behaviour, and that nothing can be
inferred from its presence concerning the efficiency of
the local public sector.

CHAPTER 3
rJ1r has the Weibull or extreme value distribution if
prob [ri1r ,S ri}
exp [-e-(rr + O')] where a is a
parameter.
2

3

4

5

6

7

This model is also called the strict utility model, since
the probabilities are proportional to their "strict utility"
e VJ, where the factor of proportionality is determined
by the condition that exactly one alternative is chosen.
McFadden (1973, pp. 111-12) has shown that a
necessary and sufficient condition for the random
utility model of equation (3.11) with therJkindependently
and identically distributed to yield the strict utility
model of equation (3.5). is that ri1r be Weibull-dis
tributed.
In the binary case (J = 2), the usual probit model
results when the "f/1r are independently and normally
distributed.
See Grant and Vanderkamp (1976, p. 36) for a simple
numerical example. This property, oi course, implies
that any increase in one migration flow. say, from
region i to region/ considering all flows from origin i,
will proportionately decrease flows from region I to all
other destinations (including the staying choice).
Recent development of the generalized extreme value
model (see McFadden, 1980, for an introduction)
permits relaxation of this assumption via the use of 7//s
that are not independently distributed. We do not
employ that model here.
In the Tiebout class of models. individuals will move
from jurisdiction I to jurisdiction f until, 1or the marginal
migrant, total utility trom private and public activity is
equal across jurisdictions (see, for example, Epple and
Zeieni!z, 1981. or Flalters. Henderson, and Miezskow
ski, 1974). That is, migration will occur until the sum of
total expected net private :Jenefits (net of moving
costs) plus total expected net public benefits is equal
in jurisdictions i and ;, where net public benefits (also
called net fiscal benefits, or the fiscal surplus) are
defined as what the migrant is willing to pay tor public
services rec2ived in a given jurisdiction, less what he
actually pays in taxes. The marginal migrant bases his
decision on total benefits rather than on marginal
benefits, since a migration decision is not divisible. On
this equilibrium condition, see also Buchanan and
Goetz(1972), Stiglitz (1977), and Usher (1977).
On the concept of Lindahl equilibrium, see, for
example, Boadway (1979, Chapter 4) or Head (1974,
Chapters 3 and 6). The characterization of a Tiebout
equilibrium as a Lindahl equilibrium is discussed by
Holcombe ( 19B0).
For a discussion of this issue, see, !or example, Oates
(1969); Edel and Sclar (1974); Wales and Wiens
(1974); Hamilton (1975, 1976, 1979); Pauly (1976):
Meadows (1976); Rosen and Fullerton (1977); Cebula
( 1979a, Chapters 9 and 10); Epple, Ze!enitz, and
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Fortunately the issue need not be resolved here, since
we are primarily interested in estimating the extent of
the relationship between migration and fiscal structure,
and not with the normative implications of this relation
ship, if it exists. Our interest in the tax capitalization
literature slems from a desire to construct estimating
equations that are robust with respect to the empirical
models that have emerged in the course ol the above
debate.
8

Richardson ( 1979, p. 110) seems to refer to something
like this (which he calls "burden" effects) as an aspect
of behaviour in a Tiebout model. See also Wheaton
(1975).

9

The treatment of s is also related to the construction of
Yk, as will be shown below.

10

A similar assumption has been used by Winer ( 1981).

11

We shall not be able to identify the degree-of-public
ness parameter. but this presents no problem in the
present context.

12

To some extent, we shall also disaggregate migration
!lows by age. source of income, and some other
characteristics, as described below.

13

We could add provincial/local bonds in origin and
destination to the right-hand side of equation (3.14) via
equation (3.9), and correspondingly add another
equalion (tor bonds) to (3.15) and a term in bonds to
the right-hand side of equation (3.16). Bui, since we
are going to substitute the right-hand side ot equation
(3.15) into equation (3.14) anyway, the bond variables
would drop out of the resulting reduced form. For
further elaboration on the specification of the budget
restraint in equation (3.16), including the fungibility of
GC, see Winer(1981).

14

Other provinces also have natural resource revenues
such as that from hydro-electric generation, but they
have not increased as dramatically as that from oil and
gas in our sample period 1968-77.

15

On the capitalization issue, see the references cited
earlier in note 7.

