3.7 !mpac: Gf No Fiscal Compensatien

~s fs Jetafleq in Seczion 2.5, we Rave zssumed in 3il  sisac
resortaa N3t the federal govermment compensatas  itself for leost
custams revenues By i&posing.a surcharge on perscnal income taxes.
This case reports 2ne impact {f the fedaral government does not
comzensate itself,

Ag 18 detailed in the follewing tabulatisn, exclusica of tne
2ax syrcharge would yield a yet larger impact ¢n the econcmy. i*
Measured in termms of GNP, the impacs is positive until the en¢ of the
1980s, wnen payments aof ifTerest and d;vfdends to forgigners for
earlier current account daficits ffnaj!y overwnelms 3the positive
affecss o¢n consumers. In general, <there is 2 negative effact on
investment, refiecting higher {ntarest rates, and on govermment
spenging, rafiecting the redgced ravenues available o che federsl
goernment, Net exgarts regresent angther negative effact con GiP,
refiecting the fact that the exciusion of the tax surcharge stimulates
domestic cemand generally.

Tceal cutput and employment is positivaly affaectad throughout
tie 18 years of the impact. There are generalized pesitive effects
for mogt sectors until the mid-1390s, when increasing Canaeian Costs
ang regus2d  investent Segin 0 advarsaly affact most indusirias
sPocucing traded gcods.

Qur resylts suggest increased nominal and real intarest
ratas, slightly more inflation, and a depreciatad Canadian currency.
The oporincigal unfavouragle effect fs on the fedaral  treasury,

refle¢ting the revenues iney fIreg? in nis case.
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