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Executive Summary

Governments around the world face large budget deficits, some of which are struc-
tural. Addressing them will require significant fiscal and operational changes within 

governments. 

Some countries are undertaking radical cuts to spending to return to a path of fiscal sustain-
ability. These efforts are reducing the footprint of government and altering some of the basic 
social benefits that citizens have been receiving from their governments for decades.

Although Canadian governments are in the midst of stimulus spending and are posting high 
deficits, they do not face a short-term fiscal crisis on par with some European and US state 
governments. 

However, the impending demographic challenges and the structural nature of deficits in most 
provinces will require Canadian governments to ensure that they can continue to meet public 
expectations with respect to programming and services while keeping these affordable.

The need to define fiscal sustainability strategies for the long-term provides Canadian govern-
ments with an opportunity to examine the choices they face through a “transformative lens,” 
choosing short-term investments that are likely to re-shape the way government works to 
ensure fiscal sustainability over the long-term. 

Government actions to achieve fiscal sustainability fall into three broad categories. First, gov-
ernments can increase revenue through higher taxation or user fees. 

Second, governments can cut program spending, either through targeted initiatives or across-
the-board restraint. Most OECD governments have embarked down the path of program cuts. 

Third, governments can change how they operate and how they deliver public services. Efforts 
under this third umbrella include modernizing government operations through new govern-
ance relationships and new financing mechanisms, and by introducing breakthrough technolo-
gies and allowing individual citizens more control over how they access public services, with 
less intermediation by government institutions.

This report recommends that governments devote most of their energy to those strategies that 
have the greatest likelihood of contributing to long-term fiscal sustainability. Those with the 
greatest potential will be those where there are few institutional or administrative obstacles 
to change, where success can produce long-term transformation in how government works or 
the footprint of government, and where the fiscal pay-off is the largest. Political will and public 
acceptance will also be crucial.  



3

Sh
if

ti
n

g 
G

ea
rs

- October 15, 2010

Particularly promising initiatives include: 

•	 Transformative tax initiatives, such as harmonizing sales tax. 

•	 Transformative policy changes, such as raising the retirement age or 
requiring more years of service before public sector pensions can be 
collected.

•	 Expanding current program reviews and undertaking “whole of system” 
reviews that include other levels of government and that harmonise func-
tions across governments.   

•	 Applying a more rigorous fiscal lens to ordinary policy decisions that in 
the past were not thought of as fiscal items.

•	 Embracing the digitisation revolution which promises to radically trans-
form how individuals access public services. 

•	 Modernizing bureaucratic processes through consolidation and delegat-
ing to others those functions which are not government’s core business of 
policy making, regulation and ensuring compliance. 

•	 Adopting more service delivery models that rely less on direct delivery 
and more on new networks of government agencies, non-profit organiza-
tions, the private sector and individual citizens; improving governance, 
accountability and measurement of results in these areas will be crucial.

Efforts must also include an intense focus on sectors where expenditures are large, growing 
rapidly and often include significant transfers to broader public sector institutions. In Cana-
dian provinces, bringing down the rate of escalation in health budgets will be essential or it 
will be necessary to identify alternative funding methods, such as social insurance, to pay for 
them. Even within the context of Canada’s public health care model, efficiencies can be gained 
through changes to the incentive structures in the system, the delivery model and the use of 
information technologies (IT).

Efforts to ensure that Canadian governments are on a fiscally sustainable path will require 
from governments acknowledgement of the challenge; credible plans supported by research 
and fiscal analysis; sustained public communications and dialogue; experimentation, pilot 
projects and measurement; and the patience and follow-through to enable success, build 
momentum and facilitate transitions. 

The path to sustainability is a societal project that necessitates dialogue across the political 
spectrum. This project is not an ideological attack on the state. It is about modernizing govern-
ment so that it can perform its functions better and more efficiently. 

The School of Public Policy & Governance and the Mowat Centre will follow progress and 
report back on the steps governments are taking to return to sustainability in order to facilitate 
policy learning and identify the most successful strategies.
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Governments across OECD countries are facing deficits. For some, 
the deficits are cyclical, but for many, they are structural. These deficits 
will all be exacerbated by impending demographic challenges, includ-
ing an aging population and labour shortages. 

Awareness of these fiscal challenges was growing prior to the financial 
crisis that began in 2008, with many governments posting substantial 
structural deficits well before that time. The financial crisis produced 
further deterioration in governments’ fiscal position. 

Sharp cyclical decreases in tax revenue and increased expenditures in 
the form of automatic stabilizers—such as unemployment benefit pro-
grams—have been coupled with significant increases in discretionary 
fiscal stimulus spending. Government debt across OECD countries has 
ballooned over the past three years. Aggregated across the OECD, net 
financial liabilities (government debts) have grown from 38.8 percent of 
GDP in 2007 to 57.6 percent of GDP in 2010.

Much uncertainty remains. Both the prospects for the global economy 
and the appropriate policy response to economic challenges are uncer-
tain. As Mohamed El-Erian has noted: “The world is on a journey to an 
unstable destination, through unfamiliar territory, on an uneven road 
and, critically, having already used its spare tire.”

While G-7 countries found much common ground in 2009 about how to 
combat the global financial crisis in its early days, there are strong disa-
greements in 2010 about how aggressively governments should attempt 
to balance their budgets. 

OECD Chief Economist Pier Carlo Padoan argued in March of 2010 
that governments should nurture nascent economic recovery by pull-
ing back from stimulus spending (OECD 2010a), while others, such as 
Bank of Montreal Chief Economist Douglas Porter, argue that stimulus 
spending is still needed (CBC 2010). In reality, the urgency of returning 
to balanced budgets varies between jurisdictions depending on macr-
oeconomic and fiscal conditions (IMF 2010a, p. 7).

What is clear is that the status quo is not sustainable over the long-term. 
At some point in the near future, governments will need to ramp down 
stimulus spending to address large cyclical deficits. More fundamen-
tally, governments will need to undertake fiscal and program reforms to 
address the substantially larger and more troubling long-term structural 
deficits. 

Background
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Success depends on the existence of a number of pre-existing conditions, four of 
which are particularly important: political will, public support, institutional structures 
that enable governments to act, and mechanisms (such as administrative structures, 
fiscal levers and technological enablers) that permit changes to be driven through 
complex organizational, social and economic systems.

Conditions for a Successful Return to Balance

This report assesses the magnitude of the challenge confronting federal 
and provincial governments in Canada compared to other OECD coun-
tries. It then outlines an inventory of actions governments are taking to 
reduce their deficits. 

This systematic description and categorization of the various approach-
es governments are using to return to balanced budgets allows Canadi-
an decision-makers to better understand the range of options available 
to them, along with an appreciation of the costs and benefits associated 
with each. These actions fall into three broad categories: increasing 
revenues; cutting program spending; and changing how government 
operates, including its service delivery models. The success of these 
strategies will be monitored closely in coming years.

Strategies to reduce deficits are not merely accounting exercises. They 
play out against a backdrop of politics where governments must find 
a balance between the long-term need to identify fiscally sustainable 
spending approaches, the medium-term need to return to balanced 
budgets, and the short-term need to support citizens facing hardship, 
such as unemployment or a loss of retirement income.



“To avoid prospects of continued high public debt 
accumulation in future years pushing up long-term 
interest rates or depressing private consumption, it 
is important to commit early to, and communicate, 
credible medium-term consolidation strategies.”

 —OECD, 2009.

“What I currently find most ominous is the spread of 
a destructive idea: the view that now, less than a year 
into a weak recovery from the worst slump since World 
War II, is the time for policy makers to stop helping the 
jobless and start inflicting pain.”  

—Nobel Laureate Economist Paul Krugman, 
The New York Times, May 30, 2010.
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In Reinventing Government: How the Entrepreneurial Spirit is Transforming the Public 
Sector, David Osborne and Ted Gaebler identify 10 operating principles that they 
suggest should inform the reinvention of government. Governments should: 

Reinventing Government - Ten Foundational Principles

1.	 steer, not row (i.e., “it is not government’s 
obligation to provide services, but to see that 
they’re provided”)

2.	 empower communities to solve their own 
problems rather than simply deliver services

3.	 encourage competition rather than monopolies

4.	 be driven by missions, rather than rules

5.	 be results-oriented by funding outcomes rather 
than inputs 

6.	 meet the needs of the customer, not the 
bureaucracy 

7.	 concentrate on earning money rather than 
spending it 

8.	 invest in preventing problems rather than curing 
crises 

9.	 decentralize authority 

10.	 solve problems by influencing market forces rather 
than creating public programs (London 1994)
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The measures adopted across the OECD fall into 
three broad categories. The first includes measures 
to immediately raise revenues through increased 
taxation and traditional revenue-raising. In 2009 
and 2010, many OECD governments raised taxes. 

The second category encompasses spending reduc-
tion measures. These were more pervasive across 
the OECD, with most members introducing some 
form of austerity measures such as public sector 
wage freezes and targeted cuts in program spend-
ing. In many jurisdictions, comprehensive program 
reviews have been completed. In some countries, the 
extent of fiscal restraint is significant and is having—
or will have—an enormous impact on the footprint 
of government and citizens’ expectations.

The majority of measures undertaken to date falls 
into these two categories. Organizations and ex-
perts have described and assessed these efforts, and 
continue to do so. For example, the structural reform 
of government spending that was a precondition 
of International Monetary Fund (IMF) assistance 
to Greece is being closely monitored (IMF 2010b); 
similarly, the dramatic changes being introduced in 
the United Kingdom are being followed closely by 
the global community.  

The third, alternative category targets how gov-
ernment operates, including how it raises funds 
and how it delivers public services. Efforts under 
this third umbrella converge around modernizing 
government operations through new governance 
relationships, new financing mechanisms, the ap-
plication of breakthrough technologies, and allow-
ing individual citizens more control over how they 
access public services, with less intermediation by 
government institutions. 

The desire to “reinvent government” is nothing 
new. In the 1990s, David Osborne and Ted Gaebler 
documented the rise of entrepreneurial government. 
There is a vast literature on why the movement 
delivered less than promised by its proselytizers. 
However, it is expected that many governments will 
re-focus their efforts on identifying ways to deliver 
public services in a more cost-effective manner. 
These efforts will ideally learn from the successes 
and failures of the past two decades. 

Chart 1 outlines the three approaches governments are 
taking to return toward balanced budgets and long-
term fiscal sustainability. These approaches are not 
mutually exclusive and can be pursued simultaneously.

Three Approaches 
in the Return to Balance



Long-Term Fiscal 
Sustainability

Strategies

reducing
program
spending

new public service
delivery models
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Alternative
financing
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Digitisation

Devolution

Transformative
policy changes
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inheritance)
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expenditures
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departments
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bureaucratic
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Chart 1
Long-Term Fiscal Sustainability Strategies
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Debt in many OECD countries has gone up significantly at both 
the national and sub-national level since 2005. Debt-to-GDP ratios 
are higher today than they were at other times during the previ-
ous decade in some of the world’s most important economies, like 
the US and UK, and many smaller economies, including Portugal, 
Greece, and Ireland. Many smaller OECD economies have avoided 
this fate, including countries like Denmark, Switzerland and 
Sweden. Canada’s debt-to-GDP ratio (which includes aggregated 
federal and provincial debt) remains well below 2000 levels (see 
Figure 1). Canada’s deficits, while significant, remain on par or 
below its major competitors (Figure 2).

The estimates provided in Figure 2 offer a snapshot of the immedi-
ate challenges confronting industrial economies. However, they 
underestimate the scope of the fiscal challenge because they do 
not reflect future obligations associated with the modern welfare 
state—such as public pension obligations. According to the IMF, 
“On average, spending increases in health and pensions are pro-
jected at 4 to 5 percentage points of GDP in advanced economies 
over the next 20 years” (IMF 2010a, p. 36). The federal and provin-
cial governments in Canada face these same challenges.

The OECD and others have highlighted the risks associated with 
this level of indebtedness (OECD 2010d). At the G-20 meeting 
in Toronto in June 2010, countries agreed to act in concert to cut 
their deficits in half by 2013 and to stabilize or reduce their debts 
as a percentage of GDP by 2016.

The prospect of continued high public debt could push up long-
term interest rates and depress private consumption—both of 
which could threaten economic recovery. Risk of sovereign debt 
crisis in some countries would have ripple effects through the 
global economy and have an impact on all OECD countries. Gov-
ernments must acknowledge the challenge, appreciate its severity, 
communicate a credible plan to return to fiscal balance and build 
momentum through achieving targets.

The size of fiscal adjustments varies significantly. Jurisdictions 
with deficits that are cyclical responses to economic downturns 
will have an easier time reducing debt levels than those with struc-
tural deficits (OECD 2010d). Likewise, those countries that experi-
ence more robust economic growth in coming years will be able to 
return to balanced budgets more quickly. 

Governments must 
acknowledge the 

challenge, appreciate its 
severity, communicate a 
credible plan to return to 

fiscal balance and build 
momentum through 

achieving targets.

Fiscal Overview 
in the OECD
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Figure 1
OECD Jurisdictions: Net Debt as a Per Cent of Nominal GDP
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non-market non-profit insitutions (NPI’s) that are controlled and mainly financed by government. Source: OECD data.
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OECD Jurisdictions: 2009 Deficit as a Percentage of GDP

**Norway is the only OECD jurisdiction to have a surplus as a per cent of GDP in 2009. Source: OECD data.
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Unlike some of its OECD counterparts, the federal govern-
ment’s deficit and debt situation do not require drastic measures 
over the short-term in the form of sharp increases in taxes or cuts 
to core programs. The federal government could return to bal-
anced budgets without cutting transfers to provinces or individu-
als and without gutting core programs. Through a combination 
of spending restraint and cuts to non-core programs, the federal 
government could return to balance as early as 2014-2015. Markets 
remain confident that Canada’s fiscal position is sustainable and 
secure. 

However, the fiscal challenges facing Canadian governments are 
real and, given impending demographic changes, will get worse 
without action. Sustained measures will be required to ensure 
structural deficits, particularly at the provincial level, are brought 
under control before the demographic challenges reach their peak. 

While some countries are taking drastic measures to get spiralling 
deficits under control, given that Canadian governments are not in 
a short-term crisis, they are able to make choices that advance pol-
icy objectives beyond simply reducing deficits in the short-term. 
Governments should apply a “transformative lens” to the choices 
they face, choosing those investments that are likely to transform 
the way government works so as to ensure fiscal sustainability over 
the medium-and long-term. 

The IMF estimates that Canada will require a fiscal adjustment 
of 4.4% of GDP over the next decade to return to what the IMF 
describes as a prudent debt-to-GDP ratio. Although this is lower 
than many other OECD jurisdictions—and about half of what will 
be required in the UK and only one-third of what will be required 
in the US (see Figure 3)—it will be significant, particularly in some 
provinces. Although this is a somewhat smaller adjustment than 
Canada experienced in the mid-1990s, the growing pressure on 
health care budgets and lower expectations for global economic 
growth than in the 1990s might make the upcoming period of fiscal 
adjustment just as painful (Clark and Eisen 2010). 

Where is Canada Headed?

Governments should 
apply a “transformative 

lens” to the choices 
they face, choosing 

those short-term 
investments that are 

likely to transform the 
way government works 

so as to ensure fiscal 
sustainability over the 

medium and long term.
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The fiscal position of the provinces varies. Canada’s largest prov-
inces, Quebec and Ontario, have larger deficits and debt-to-GDP 
ratios than most other provinces (see Figure 4). The extent of fiscal 
adjustment will be larger in these provinces. Even those prov-
inces that find themselves in the strongest fiscal positions, such 
as Alberta, are now exploring how to raise more revenues and cut 
spending.

Cyclical deficits are tolerable. Deficits which recur on a yearly basis 
are not sustainable, as interest payments threaten to crowd out 
other public expenditures. Canada faced such a situation in the 20 
years preceding the landmark 1995 federal budget—a budget which 
reversed two decades of deficits and set Canada on a path towards 
balanced budgets, debt repayment, reduced interest payments and, 
ultimately, a fiscal dividend which was applied to both increased 
program spending and tax reductions.

Canada’s current debt-to-GDP ratio (which includes federal and 
provincial governments) is far below levels experienced during 
most of the past two decades (see Figure 5). The reasons for bring-
ing down the debt in the mid-1990s included restoring interna-
tional investor confidence in Canadian solvency and ensuring that 
Canada could withstand periodic recessions. These efforts were 
forward looking. Canada possessed the fiscal room over the past 
two years to both pursue stimulative spending and increase its 
debt-load in a manner viewed as relatively prudent in the context 
of a global economic downturn.
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Canada continues to spend less of its GDP on public expenditures 
than most other OECD countries. This report is neutral on the ap-
propriateness of that approach and recognizes that levels of taxa-
tion and public spending are political choices. There are very good 
reasons for keeping taxation and public spending low. However, 
the data reported in Figure 6 highlight that Canada retains the 
policy room to make choices about its public spending.



According to the Canadian Federal Budget tabled in 2010, “The actions taken by the 
Government over the last two years are working. Stimulus measures are maintaining 
and creating jobs and securing the economic recovery. As the economy improves, 
the Government will refocus its attention on its long-term economic plan. The 
cornerstone of this plan is a return to balanced budgets.”

The federal government claims that by implementing such measures it can reduce 
the current deficit by almost half over the next two years to $27.6 billion in 2011–12, 
and by two-thirds to $17.5 billion in 2012–13. In 2014–15, the deficit is projected to be 
$1.8 billion (Government of Canada 2010, pp. 11-12). 

The Federal Government has stated that it will not raise taxes and will not cut major 
transfers to persons and other levels of government. However, the rate of growth in 
transfers to provinces could be slowed after 2014, when major federal fiscal transfers 
are up for renewal, and some targeted federal transfers to provinces, for example 
those dealing with immigrant settlement, have already been cut. 

What is the Federal Government’s Position?
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Provinces and territories are on the front lines of the demographic 
and fiscal challenges that Canada will face. Canada’s Parliamen-
tary Budget Officer has explicitly noted that returning to balanced 
budgets will be more challenging for provinces due to the pres-
sures of health care spending than it will be for the federal govern-
ment (Parliamentary Budget Officer 2010, p. 20). The structural 
deficits facing most provinces, combined with impending demo-
graphic pressures, will require action.
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During the past two years governments consistently received 
the advice that their stimulus measures should, to the greatest 
extent possible, be investments in long-term prosperity. Some 
measures were necessary short-term steps to support people facing 
difficulty, such as the extension of benefits for the unemployed, 
but most governments tried to identify measures that represented 
long-term investments in future prosperity.

According to the OECD, governments have focused on improving 
infrastructure; supporting science, R&D, innovation and entrepre-
neurship; investing in human capital; and promoting transforma-
tion toward greener economies and technologies (OECD 2009, 24). 
These kinds of investments all make sense. 

However, much as organizations recommended using the financial 
crisis to make transformative investments in the economy, the on-
going fiscal challenge represents an opportunity to make trans-
formative changes to government. 

Transformations to existing public service delivery, governance 
and funding models are being considered by those across the 
political spectrum. The approach is not about shrinking the role 
of the state but about finding ways to deliver public services of 
equal quality with fewer resources. The challenge for those on the 
left is “to be as zealous in reforming government…as in bringing 
new discipline to the operation of global markets” (Diamond and 
Liddle 2010). Putting governments on a fiscally sustainable path is 
a societal project that will need to be embraced by analysts across 
the political spectrum.

Investments that transform the economy inevitably have up-front 
costs. For example, countries that are investing in broadband 
strategies or tax credits to retrofit buildings expect that these 
short-term investments will pay off in the long-term in the form 
of economic growth or reduced energy consumption. The same is 
true of transforming government. Investing in the consolidation of 
IT across service delivery platforms adds new expenditure today 
but is crucial to help transform the way government delivers serv-
ices so that they are more cost-effective in the long-term. 

The current long-term fiscal challenges in many OECD countries de-
mand that governments take a relentless and sustained approach to 
transforming the delivery of public services. Canadian provinces and 
Australian states are often cited as leaders in transforming the busi-
ness model of service delivery, but even more progress must be made.

Much as organizations 
recommended using 
the financial crisis to 
make transformative 

investments in the 
economy, the on-

going fiscal challenge 
represents an opportunity 

to make transformative 
changes to government. 

A Relentless Focus on 
Long-Term Transformation?
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Returning to balanced budgets requires significant budgetary 
adjustments in many countries. This section provides a summary 
of measures being undertaken or considered in OECD countries. 

The majority of OECD jurisdictions are implementing tax in-
creases, spending cuts or a combination of both. Fiscal adjustment 
strategies tend to be more focused on reducing expenditures, given 
the high pre-existing tax burdens in many countries (IMF 2010a). 

In Canada, which is not facing a short-term crisis, a transforma-
tive lens should be applied to the major decisions being taken to 
achieve long-term fiscal sustainability. Returning to budgetary bal-
ance in the short-term is important, but should be only one con-
sideration; long-term transformation in how government operates 
should be another.

Many governments have been cautious about raising taxes to 
narrow budgetary shortfalls in the midst of a severe economic 
downturn, although some have embarked on this path. This in-
volves a range of measures including raising rates on income and 
sales taxes. The UK is raising its VAT to 20%. Many jurisdictions, 
including many US states, are making particular efforts on excise 
taxes, including higher and new rates on alcohol, soft drinks and 
tobacco (Rampell 2010). Others are looking to extract more rev-
enue from natural resource royalties.

Canada is no different. For example, the Saskatchewan govern-
ment has opted to raise taxes on cigarettes and alcohol, while 
Nova Scotia announced in its 2010 Budget that its HST rate will 
increase to 15%. But these are business-as-usual efforts to reduce 
deficits. Governments are also looking at other ways to increase 
their revenues.

Eliminating a sizable deficit is a ‘societal 
project,’ not a normal budget exercise. 

- Jocelyn Bourgon, OECD ”“

The Path Toward 
Sustainability

Strategy One: Increase Taxes



Beginning in July 2012, a new 
Minerals Resource Rent Tax 
(MRRT) will apply to the mining 
of iron ore and coal in Australia, 
and the current Petroleum Re-
source Rent Tax (PRRT) regime 
will be extended to all Australian 
onshore and offshore oil and gas 
projects. 

Australia’s Minerals Resource
Rent Tax (MRRT)
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Many governments are adding or increasing user fees. In Ontario, 
for example, the government has introduced time-of-use pricing 
to reflect the higher cost of electricity production during peak-
use periods, which will likely generate increased government 
revenue. Some countries are adding fees that make the traditional 
offerings of the welfare state less accessible. Hungary and Swe-
den, for example, have introduced limited university tuition.  In 
many jurisdictions, public services—from school books to visits to 
national parks to garbage collection—that were once free are now 
coming with a price-tag. 

Governments are also using more full-cost-recovery models to 
fund public services. Unlike user fees, which charge a nominal 
fee for visiting a physician or picking up a bag of trash, full-cost-
recovery models estimate the true cost of providing a public 
service—such as the disposal of hazardous waste—and re-coup 
those costs through fees. Some jurisdictions are moving away 
from subsidized electricity and introducing true-cost pricing in 
the sector, including Ontario, while others, like Manitoba and 
Quebec, continue to subsidize their rates. 

Exploring improved ways of ensuring tax compliance is one way 
governments can increase tax revenues without major changes to 
taxation levels. Canada has pursued various compliance strate-
gies in the past, including advertising campaigns to discourage tax 
avoidance, a 6-month amnesty to pay back taxes without fear of 
prosecution, and policy and legislative changes to make it more 
difficult for Canadians to hide money overseas. 

Other countries are also moving on this front through improved 
investigations, legislation and investments in technology. Presi-
dent Obama launched a new initiative aimed at thwarting tax eva-
sion, while the Nordic countries have continued their efforts to 
curb tax evasion through financial data sharing agreements with 
“tax haven” countries (Norden 2010).
 
A renewed effort by the international community concerning off-
shore accounts and tax avoidance will likely be politically attrac-
tive during a time of fiscal adjustment. These techniques need to 
be measured carefully to ensure that they are producing results, 
although there are good policy reasons—such as equity amongst 
citizens and the credibility of the tax system—to invest in better 
compliance even if these initiatives fail to produce huge savings.

Applying a transformative lens to tax policy asks how govern-
ments can efficiently and equitably raise revenue over the long-
term. Governments in Canada have been pursuing some of these 
efforts. The purpose of this report is not to recommend any one 
of these strategies but to highlight that debates about how to raise 
revenues at a time of budgetary shortfalls should look beyond 
easy short-term increases in marginal tax rates or excise taxes on 
easy targets. Governments should look at their revenue raising 
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tools and ask whether there are better ways to generate revenue 
while promoting prosperity, achieving social purposes and ensur-
ing fiscal sustainability. 

The move away from a sales tax to a value added tax in most prov-
inces is an important step forward in strengthening the Canadian 
economy and contributing to long-term fiscal sustainability. The 
recent decisions by Ontario and BC were undertaken in part to 
ensure long-term economic prosperity and the fiscal sustainability 
that comes with it. 

Other issues are now being debated in many jurisdictions. A car-
bon tax would be a major initiative that, if done properly, could 
strengthen the Canadian economy and transform how the govern-
ment raises revenues. Most countries have inheritance taxes, while 
Canada does not, which could arise as an issue for public consid-
eration given the impending unprecedented inter-generational 
wealth transfer that is beginning to occur. In addition, the IMF has 
noted that raising the tax rate on the very highest of earners should 
be considered (in Canada, the top marginal federal rate begins at 
$127,022), particularly if coordinated internationally to reduce the 
incentive to change country of residence.

The more widespread adoption in Canada of a social insurance 
approach for funding some social benefits could be considered. 
Under these regimes, citizens, and often employers, are obliged to 
make contributions to fund specific benefits. Some social benefits 
are primarily paid for through these targeted accounts funded by 
individual contributions, rather than through general revenues. 
Examples include health insurance in Germany and the Canada 
Pension Plan and US Social Security system.  

There tends to be greater public support for social insurance than 
taxes because of the closer link between the financing mechanisms 
and the benefits received (Mossialos and Dixon 2002).  Canada’s 
Employment Insurance system could be re-designed as a true so-
cial insurance program to protect people from employment related 
loss of income; the federal government or provinces could use a 
social insurance model to fund prescription drugs or long-term 
care benefits.

Consideration could be given to tax swaps, whereby the federal 
and provincial governments agree to vacate some tax areas in 
return for others. The most promising would be for provinces to 
vacate the area of corporate taxation and cede it entirely to the 
federal government in exchange for a greater share of income tax 
or GST. The volatility of the corporate tax base, coupled with the 
greater diversification of the national compared to the provincial 
economies, suggests that the federal government may be better 
situated to occupy the corporate tax field, leaving a more stable 
and less mobile tax base—such as the GST—to the provinces, given 
the greater fiscal pressure they are expected to be under in coming 
years.  
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In addition to finding new revenues, most OECD jurisdictions 
have developed plans to reduce their spending. The extent and 
magnitude of these reductions varies between countries based on 
capacity and need, but in some jurisdictions the impacts are enor-
mous. The UK has undertaken a significant cost-cutting exercise, 
while Greece has had significant austerity measures forced upon it 
by the international community.  In many US states, budgets are se-
verely strained and public servants are being forced to take unpaid 
leaves of absence.

Some jurisdictions have undertaken immediate across-the-board 
cuts, applied to all or virtually all government departments. These 
can be an important signal to the public, the international commu-
nity and to the public service itself that the government is serious 
in its intention to reduce spending. This course can be a relatively 
simple short-term response, forcing executives across departments 
to find savings from within their own budgets. The approach is a 
blunt one and does not strategically assess what government does 
or how. Germany, Ireland and others have been following this path. 

Before a government determines which of the approaches outlined 
in Chart 1 to pursue, a threshold question must be addressed: is 
the government trying to find savings in order to do the same with 
less—or is it prepared to stop doing certain things? If the govern-
ment is not prepared to reduce its footprint in the short-term, 
there is no way to get around the need to reduce the cost of wages 
and benefits. In the UK, the government has announced its inten-
tion both to stop doing some things, while also finding ways to 
spend less on those things that it continues to do.

There are real political and labour relations challenges to deliver-
ing the same services with fewer people who are paid less money, 
but it is a credible strategy for reducing government expenditures 
without significantly affecting public services. Whether in the 
form of salary freezes or shrinking the size of the public service 
through attrition and vacancy management, public sector expenses 
can be brought down significantly over time through constraints 
on salaries, wages and the number of employees. For example, 
Spain has announced pay cuts of about 5 percent for civil servants. 
In Canada, Ontario is attempting to freeze wages in the public and 
broader public sector, while Saskatchewan is targeting a reduction 
in the size of its government by 15% over 4 years.

Any serious effort to 
bring down the cost curve 

of government over the 
long-term must confront 
the costs of labour in the 

broad public sector. 

Strategy Two: 
Decrease Spending



22

K
P

M
G

 •
 M

ow
at

 •
 S

P
P

G

Bringing down the cost of wages and benefits in the broad public 
sector may be good public policy because it furthers equity ob-
jectives. Employment in the public sector was historically more 
secure but less well-remunerated than the private sector. Today, 
while it remains more secure, it now tends to be better remuner-
ated as well, with better benefits. Any serious effort to bring down 
the cost curve of government over the long-term must confront the 
costs of labour in the broad public sector and the associated equity 
issues.

If government chooses to reduce its footprint, program review and 
policy audits can be undertaken. These processes ask questions not 
often posed in normal budgetary times: Should government be en-
gaged in this activity? Is this policy accomplishing what we want? 
How do we know? Are there other programs across government 
that are duplicative? To answer these questions requires significant 
resources and focus, above and beyond ordinary cost-reduction 
efforts.

Program reviews that identify programs where government may 
no longer have a legitimate interest can deliver real savings with-
out affecting core public services. Governments are much better 
at beginning new programs than assessing them and eliminating 
those that are not delivering results. Periodic program reviews are 
healthy for governments; current deficit levels make such reviews 
a matter of urgency.

Program reviews look to reduce the footprint of government by 
identifying those programs that are not fulfilling a vital public 
purpose; more detailed policy audits examine whether existing 
programs are the best approach to address a given problem. Policy 
audits accept that a given program is directed toward a public good 
in which government has a legitimate interest, but they assess 
whether the policy instrument being used is the most effective 
one and whether there are alternatives that could be as effective at 
lower cost.

Some jurisdictions, most notably the UK, have undertaken pro-
gram reviews based on the 1994 Canadian experience, which is 
held up as a model. In Canada, the success of program review 
remains contested. 

While the federal government did eliminate its structural deficit, 
critics point to the fact that this elimination occurred largely due to 
surging revenues from the GST, substantial corporate tax revenues 
during a period of economic growth, and significant cuts in fis-

Program reviews and 
policy audits require 
significant resources 
and focus, above and 

beyond ordinary cost-
reduction efforts.



cal transfers to provinces, which increased provincial debt loads. 
Despite a reduction in the size of the federal public service by 
approximately 45,000 employees, this reduction was soon erased 
and the size of the federal government quickly returned to pre-pro-
gram review levels. A program review, to be judged a true success, 
must sustain reductions in program spending over the long-term, 
without unilaterally cutting transfers to sub-national governments.
 
If undertaken properly, these activities are more than cost-
cutting exercises: they are opportunities to experiment with less 
expensive ways of achieving desired policy outcomes by aligning 
societal values, policy instruments and objectives. When properly 
conducted, they can rejuvenate the public service by eliminating 
unsuccessful programs and strengthening effective ones.

Broad policy reviews and audits can be coupled with targeted ef-
forts that pay particular attention to spending in major, sprawling 
departments. In Germany and the UK, these reviews are taking 
place in departments of education. In the US, they would have to 
include military spending, where almost $700 billion is expected to 
be spent in 2014-2015. 

For Canadian provinces, concerted effort to reduce the escalation 
of the cost curve in health care spending will be imperative. Given 
the many realistic administrative, policy and technological reforms 
that have been proposed in the health sector, significant savings are 
possible.  Governments need only to summon the political will.

Governments are likely to explore transformative policy changes to 
reduce their spending. This could include a serious discussion in 
Canada about raising the retirement age and requiring more years 
of service before collecting pensions in the public sector. 

Many of Canada’s programs have incentive structures that encour-
age Canadians to retire early rather than work longer. These rules 
may have been appropriate in the 1960s when life expectancy 
was lower and there was a surplus of labour, but they are not ap-
propriate as life expectancy rises and Canada experiences labour 
shortages. The US and many EU countries have been moving in 
this direction, increasing the size of one’s retirement benefit if one 
delays retirement. The move to raise the retirement age in France 
is provoking significant social unrest.

Jurisdictions are re-considering old policy debates through the 
lens of long-term fiscal sustainability. From California’s renewed 
debate over the legalization of some recreational drugs—which 
could then be subject to taxation—to the legalization of on-line 
gambling in some Canadian provinces, public policy issues are 
being reframed in the context of fiscal challenges. 
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According to IMF projections, health care spending in advanced economies is 
projected to rise by 3.5 percent of GDP in 2010–30 due to population aging and 
technology-induced cost pressures (IMF 2010a, 44). Reducing expenditures and 
stabilizing costs in this category will be one of the key challenges in implementing a 
fiscal adjustment strategy. 

Reducing health care expenditures may require a combination of supply-side 
incentives (including global budgeting), financial incentives for reaching targets, 
case-based compensation rather than fee for service, and the evaluation of the 
cost-effectiveness of new treatments, drugs and technologies. It may also require 
demand-side measures, including user fees in many countries. In Canada, it will 
require a re-examination of how health care is delivered, with a view to changing 
the incentive and compensation structure so that the same quality service can be 
provided less expensively.

Containing costs in the health care sector should include the relentless introduction 
of technologies to change how care is delivered. For example, many countries allow 
patients to book appointments with physicians via e-mail or re-fill prescriptions on-
line. There is no reason why many health care services cannot be provided remotely 
and virtually, except opposition from some stakeholders. Canadian provinces are 
laggards in terms of pursuing and implementing such initiatives.

A Focus on Health Care is Essential
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In the decision-making process, governments may be forced 
to consider more seriously the fiscal implications of non-fiscal 
policy changes. For example, in Canada, the Parliamentary 
Budget Officer has estimated that the federal government’s 
crime bill will add approximately $618 million annually in 
operational costs—and another $1.8 billion over five years in 
construction costs—to federal and provincial budgets. That is 
not a reason to withdraw the bill but it is likely that many gov-
ernments across the OECD will place increased fiscal scrutiny 
on policy decisions that may have been assessed in the past 
without serious attention to their fiscal implications.  This 
will require the application of more rigorous fiscal analysis in 
some policy areas.

Missouri has taken these considerations even further by be-
coming the first US state to systematically provide sentencing 
judges with cost estimates of what various incarcerations will 
cost the State in a bid to encourage judges to think about costs 
among their sentencing considerations.
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The two strategies discussed above can be 
thought of as traditional approaches to fiscal adjust-
ment. In some countries, they are being undertaken 
in ambitious ways and have had a real impact on the 
public service and the social benefits that citizens 
will receive. Program review and policy changes are 
being undertaken in many jurisdictions with an eye 
toward shrinking the footprint of government.

But governments are also exploring more innovative 
ways to decrease public spending and achieve fiscal 
balance without citizens experiencing a decline in 
the quality of core public services. 

It would be unfortunate if governments emerged 
from this period of fiscal adjustment unchanged—
except that they do a little bit less, with slightly 
fewer staff. Governments should look at their need 
to reduce spending as an opportunity to capitalize 
on new technologies, governance models and financ-
ing mechanisms that can help re-shape government.

These approaches can be grouped into five catego-
ries: modernizing bureaucratic processes, reassign-
ing roles and responsibilities between governments, 
moving toward the digitisation of governance, devolu-
tion, and alternative financing models (see Chart 2). 
All focus on enabling the capabilities of others to 
deliver services or perform functions traditionally 
performed by government. In the process, all look 
to change the business model of how government 
delivers public services.

This third strategy, when combined with the first 
two, could foreshadow a different relationship 
between government and citizens. Government’s 
footprint would likely shrink and government 
programs could be delivered less expensively, but 
advocates of this approach contend that citizens 
will not experience a decline in the quality of their 

public services and might acquire greater capacity 
to shape their interactions with government, with 
fewer institutional intermediaries.

Governments have experimented with these strat-
egies over the past two decades. Some of these 
approaches fell under the umbrella of New Public 
Management, a movement which most observers 
acknowledge has had only a marginal impact on the 
overall effectiveness of government. A full review of 
these earlier experiments can be found elsewhere 
(see, for example, Dunleavy et al 2005). 

The efforts underway today are different. There is 
new fiscal urgency, better understanding based on 
learning from earlier projects, more sophisticated 
appreciation of networked governance models, 
increased citizen capacity and expectations, an 
appreciation of the benefits of less intermediation 
between citizens and institutions, a readiness to 
experiment and measure the success of demonstra-
tion projects, and new technologies that can facili-
tate change. These new initiatives in public service 
reform represent different tools for different fiscal 
realities.

Table 1 highlights the major obstacles and condi-
tions for success for modernizing public service 
delivery models. Table 2 synthesizes where govern-
ments have experimented in the past and where 
they are trying to get to. The descriptions are not 
intended to be exhaustive. They sketch out emerging 
attempts to design new public service delivery and 
financing models.

A Complementary Path: 
Changing How Government 
Operates & Delivers
its Services



New
Public Service

Delivery Models
Devolution

Alternative
Financing

Digitisation

Reassignment
of Roles &

Reponsibilities

Modernizing
Bureaucratic
Processes

Program & policy 
consolidation

Back-office consolidation

Specialization

Measurement &
 pilot projects

Incentives

Less intermediation

Uploading

Devolution

Social enterprise
& non-profits

Bonds

Asset
monetization

Public-private
partnerships

Networked
citizens

Private sector

Independent
& dedicated
agencies

Streamlining
to eliminate
duplication

Whole-of-system 
program review

Open-book
government

Informed
decision-making

More individualized
services

Open data

Integrated 
human services

Transactional
services

Chart 2
New Public Service Delivery Models
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Obstacles Conditions for Success

Stakeholder opposition Early stakeholder buy-in and recognition of benefits

Public misunderstanding
Political will, citizen engagement processes, invisible nature 
of changes and demonstration pilot projects

Bureaucratic resistance and risk avoidance Bureaucratic licence and empowerment

Bureaucratic values such as stability 

Inertia and  policy legacies

Disruptive technologies or circumstances, particularly those 
that empower individuals and their ability to make choices

Lack of ability to undertake detailed 
business cases

Technical, financial and expert advice and support

Administrative, legal, intergovernmental 
complexity

Eliminating pre-existing regulatory and legislative hurdles

Long-term nature of benefits
Short-term interim initiatives to build momentum and public/
political understanding

Government concern about fiduciary 
responsibilities

Workable governance structures and enforceable agree-
ments to protect the public interest

Government concern about loss of control
Government appreciation of capacity to structure processes 
and the new power this delivers

Table 1
Obstacles and Conditions for Success for New Public Service Delivery Models
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1990s 2010

New Public Management Incentives, consolidation, some competition, specialization

Ad hoc look at who does what Whole-of-system program review

Large IT projects, behind firewalls

Enabling better use of collaboration technologies 
and open-book government to facilitate digital era 
governance and individual choices with fewer institutional 
intermediaries

Downloading and outsourcing

Using social innovators, communities, citizens and private 
sector—enabled by technology—to deliver public goods 
more responsively, but with more effective accountability 
relationships, governance models and performance meas-
urement

First wave of Public Private Partnerships
Second wave—risk transfer to private sector along with 
cost certainty

Privatization Monetizing assets while keeping them in public hands

Table 2
Old Versus New Approaches
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Public sector bureaucracies are hierarchical organizations 
guided by values such as stability, accountability and risk man-
agement. Governments will need to find ways to preserve these 
values while integrating new technologies, responding to evolving 
societal expectations of public institutions and offering services in 
terms defined by users rather than institutions.

The adoption of a single-window approach to some services has 
been a successful step in the modernization process. Consolidating 
departmental services holds the promise of realizing economies of 
scale, while also simplifying the relationship between the provider 
of services and the user. This is happening horizontally across 
government departments, where citizens are accessing service at 
“one-stop shops”, in person and virtually. Service Ontario is viewed 
as a world leader and the UK has proposed a similar vision of inte-
grated services (Varney 2006).

These consolidations are also happening vertically, across govern-
ments. Service Ontario and Service Canada have a collaboration 
agreement in place to co-locate some service providers. Likewise, 
Employment Ontario, which has now consolidated a variety of 
disparate federal and provincial programs into one coherent offering 
of training services for the unemployed, has continued the trend in 
Ontario toward client-facing consolidation. 

A more recent development has been experimentation with 
consolidated approaches to the delivery of human services such 
as health and social services.  Australia’s CentreLink works to 
help people in need become financially self-sufficient through the 
consolidation of many existing programs delivered by a range of 
departments. These approaches look at government services from 
the perspective of the end-user and make a commitment to seam-
lessness in moving between services offered by different depart-
ments and different governments (The Kennedy School, http://
www.innovations.harvard.edu).

These client-facing consolidations improve the experience for 
those who use public services. Back-office consolidations, on the 
other hand, improve operational performance by eliminating 
fragmentation and duplication among processes invisible to the 
citizen, such as human resources, IT, procurement, information 
sharing and the use of physical infrastructure. Significant reforms 
are underway in many jurisdictions to radically squeeze the cost 
of these functions (see, for example, Gershon 2004). This includes 

Consolidating 
departmental services 

holds the promise of 
realizing economies 

of scale, while also 
simplifying the 

relationship between 
the provider of services 

and the user.

Modernizing 
Bureaucratic 
Processes
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better supply chain management and improved real estate manage-
ment. These efforts will need to be deepened, given, for example, 
the number of government real estate holdings in Canada that 
continue to sit vacant or under-used.

Some governments are centralizing some functions that are highly 
specialized, such as IT procurement, as a response to duplicative 
processes in different departments. New Zealand has outsourced 
some of its contract-drafting to private sector lawyers rather than 
having lawyers in dozens of ministries responsible for occasional 
contract drafting. Focusing on core business in departments, along 
with identifying the best places for specialized tasks to be per-
formed, will be part of strategies designed to ensure long-term 
fiscal sustainability.

Successful reform efforts from the last two decades can be deep-
ened. These include those initiatives that alter incentive structures, 
including the use of outcomes-based performance data to drive 
results, with the use of computerized crime mapping in New York 
being a forerunner of this practice.  The UK has been a leader in 
providing budgetary incentives to higher performing organizations 
or delivery units. Many organizations have had success with more 
rigorous approaches to HR, including better assessment of indi-
vidual and cross-departmental performance management (Dean 
2009). 



In 2006 the Governments of Canada and 
Ontario signed an agreement that established 
one set of rules and one point of contact for 
corporate income tax collection. Under the 
agreement, the federal government collects 
and administers Ontario’s corporate income 
tax, and businesses file a single tax return.

The agreement reduces compliance costs for 
businesses—with projected savings of up to 
$100 million in annual compliance costs for 
Ontario businesses—and enables the Canada 
Revenue Agency (CRA) to streamline service 
and reduce administrative costs (Department 
of Finance Canada, 2006).

Coporate Tax Collection

Canada’s Premiers recently announced that 
they have agreed to establish a pan-Canadian 
purchasing alliance to consolidate public pro-
curement of common drugs and medical sup-
plies and equipment, where appropriate. By 
capitalizing on their combined buying power, 
provinces and territories will achieve econo-
mies of scale and cost. This is just the tip of 
the iceberg. Similar savings could be realized 
in procurement in other areas.

Pharmaceutical Procurement
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Canada’s division of powers between the federal 
and provincial/territorial governments—and mu-
nicipalities—does not maximize efficiency or effec-
tiveness. Its 19th Constitution was not designed for 
the realities of 21st century technology and citizens’ 
expectations.  Reassigning some roles and responsi-
bilities between governments—and encouraging gov-
ernments to get out of each other’s policy space—may 
produce fiscal savings (Mendelsohn et al, 2010). 

Eliminating entanglement can deliver administrative 
efficiencies and cost savings. It can also enhance de-
mocracy by ensuring that one government is account-
able to the electorate for particular policy domains. 
When one government is accountable, it can make the 
necessary hard trade-offs, as well as seek out and im-
plement innovative policy approaches without need-
ing the consent of other governments. As federations 
prepare to deal with medium-term fiscal challenges, 
a new distribution of responsibilities between central 
and sub-national governments may be required. 

In some instances, uploading responsibilities to 
national governments can help eliminate policy and 
program fragmentation and enable the realization of 
significant economies of scale. In other cases, devolu-
tion will produce savings because program delivery 
can be handled more efficiently by sub-national and 
local governments that can better tailor services to 
local conditions. 

Whole-of-System Review
Many governments in federations have undertaken 
program reviews to seek out administrative efficien-
cies. These have been restricted to analyzing the 
programs offered by one government. None, to our 
knowledge, have applied a more ambitious, trans-
formative lens to their program reviews by including 
more than one government. Current program reviews 
are not looking at the wide range of activities where 
more than one order of government is active and pol-
icy space is shared. The potential savings, improved 
service delivery and enhanced accountability from 
clarifying who does what in Canada are considerable.

Reassignment 
of Roles & Responsibilities
Between Governments



In 1998 the federal government and British Columbia (BC) signed an agreement that devolved most immi-
grant settlement and integration services to BC. The agreement was renewed in 2004 for five years, then 
extended for a year and renewed again in April 2010. The devolution has eliminated duplication between 
federal and provincial programs, provided for better integration with other settlement services, allowed for 
greater flexibility and responsiveness in programming, and produced better outcomes. It has led to a number 
of innovations, including expanded language training (some of which has a labour market component), the 
placement of settlement workers in schools, and programs targeted at particular groups, including seniors 
(Hiebert 2009, 12-13).

Immigrant Settlement Services - British Columbia

Environmental assessment (EA) is an area where the public has not wanted either government to abdicate 
its authority. Historically, efforts to devolve or upload responsibility for conducting EAs have met with stiff re-
sistance from environmental groups.

In order to balance the tension between retaining oversight and streamlining processes for businesses, On-
tario and the federal government entered into an agreement on EA cooperation. The 2004 Canada-Ontario 
Agreement created an administrative mechanism to coordinate the EA process whenever projects are sub-
ject to simultaneous review by both jurisdictions.

Under the Agreement, both orders retain their legislative and decision-making responsibility. Projects still 
require separate approvals. However, decisions are based on the same body of information. The timing of ap-
provals and announcements are coordinated.

The federal-provincial cooperation on EA is viewed positively both by businesses and environmental groups. 
It is considered a potential model for coordinating inspections, investigations and enforcement activities in 
other sectors.

Federal-Provincial Environmental Assessment Coordination
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A vertical program review examines those areas 
where federal and sub-national governments both 
occupy the same policy space. Both would collabo-
rate to find fiscal savings through the elimination of 
unnecessary duplication. An interprovincial program 
review would bring sub-national governments to-
gether in a systematic way to see whether there are 
activities that they currently undertake separately 
that could be just as effectively undertaken col-
laboratively or by one or several provinces acting on 
behalf of all.

For example, provinces are responsible for rating 
movies, but some smaller provinces have stopped 
the practice and simply accept the ratings offered by 
another province. In a more ambitious recent inter-
provincial example, provinces are in the process 
of pooling their pharmaceutical purchasing strate-

gies. There is nothing preventing governments from 
shrinking their footprint by simply accepting deci-
sions made in other provinces on routine matters 
(like movie ratings) or pooling their activities to take 
advantage of economies of scale. 



Government departments around the world 
continue to set up internal intranets and build 
their own IT projects for networking and 
information sharing. In most instances, this 
no longer makes any sense—it is not cost-
effective and it is not an efficient way to use 
information, collaborate and create knowl-
edge. 

GCPEDIA is the Government of Canada’s in-
ternal wiki for collaboration and knowledge 
sharing. GCPEDIA is accessible only via the 
Government of Canada network. GCPEDIA 
provides a stable, open environment with a 
limited number of rules in which communi-
ties can form, develop, and share knowledge, 
without management by a large formal 
organization. GCPEDIA is part of the larger 
Open Collaborative Workplace initiative and 
although it does exist “behind the firewall” for 
security reasons, it is successfully breaking 
down silos and is continuously improving.

According to users, GCPEDIA can make the 
world of work for federal public servants 
larger (by allowing almost real-time network-
ing with all federal employees) and smaller 
(reducing the cost and impacts of geographi-
cal distance in work teams).

GCPEDIA

Launched in January 2010, Data.gov.uk is 
home to national & local data for free re-use. 
The site offers a portal into government data, 
making that data easy to find, easy to license, 
and easy to re-use. The site is open source. 
One of the potential pay-offs is more efficient, 
effective, cost-effective service delivery.

Data.gov.uk
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Governments are going through an assumption-
shattering transition. A decade ago, governments ap-
proached IT in the same way they approached other 
technology investments: as investments in tools to 
allow them to perform their job more easily. Today, 
it is understood that IT will not simply supplement 
conventional administrative processes and business 
practices, but that digitisation will transform what 
these processes and practices are (Dunleavy et al 
2005).

Information technology is an enabler of the strategic 
business objectives of the public sector, much like in 
the private sector. It offers the opportunity for both 
savings and service quality improvements. Gov-
ernments have in the past sometimes undertaken 
large IT investments that have not lived up to their 
promise, often because the service provider under-
estimated the complexity of government operations 
or because governments felt they had to build new 
IT from scratch. These things have changed. 

Investments that will be most successful at deliver-
ing long-term fiscal savings and improved program 
delivery will be those that break-down silos, capi-
talize on pre-existing applications available to the 
wider public, build networks, facilitate collabora-
tion, permit individuals to control how they receive 
public services with few institutional intermediaries, 
and exist in never-ending beta (i.e. they can continu-
ously be improved, preferably by very large groups 
of users not restricted to government).

Five streams of activity are most promising. First, 
governments will continue to improve their ability 
to use technology to deliver transactional services. 
In some cases, the cost of a transactional service 
went from dollars to pennies, while customer sat-
isfaction increased. This is what happened when 
Ontario transitioned to delivering birth certificates 
online.

More challenging, but still with great potential, will 
be the use of IT to provide a more integrated and 
personalized approach to human services. This will 
include such things as electronic health records, 
which will provide both patients and providers with 
critical information on diagnostic tests, previous 
providers, treatments and prescriptions. 

Digitisation



Sundhed.dk
Sundhed.dk is a Danish internet portal which 
brings together health information and online 
health services in one place, with personal-
ised features for citizens. 

The options available include prescription 
renewal, ordering prescriptions online, online 
consultation with health professionals, access 
to individual medical histories since 1977, 
access to the Electronic Health Record kept 
by hospitals, access to personal medicine 
profiles, personalised information, and the 
opportunity to make a living will or register as 
an organ donor. In essence, the site enables 
the creation of personalized patient informa-
tion platforms.

The portal has an annual budget of ¤5 million, 
but produced significantly more in savings to 
the healthcare system. Evaluation has shown 
that one-third of citizens seeking informa-
tion on their health through Sundhed.dk are 
reassured and choose to delay or not book a 
visit to their GP, leading to a net saving of ap-
proximately 900,000 consultations with GPs 
per year. The move to electronic prescrip-
tions has also led to annual savings of more 
than ¤12 million for this one initiative alone 
(http://www.socialinnovationexchange.org/
node/4782).

E-Prescriptions in Sweden
Currently 42% of all prescriptions in Sweden 
are transferred from the doctor to the phar-
macy electronically via Sjunet, the Swedish 
ICT network for healthcare, or by using web-
based prescribing. The use of e-prescriptions 
has resulted in lower rates of user error, 
stronger security and privacy as well as time 
savings for healthcare provider organizations. 
In 2005, five years after the beginning of 
planning and development, there was already 
a net benefit of approximately $27 million 
(European Commission 2006).

The New World of Heath Information 
Technology
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Moving from paper to digital records saves both 
time and costs and results in better quality services. 
Purpose-built digital client records can streamline 
patients’ transition from hospital to community care 
and reduce emergency room wait times. Because 
more publicly funded services will be provided in 
an increasingly networked way, digitisation will be 
necessary to link large numbers of otherwise discon-
nected providers with one another and their clients. 

Third, governments will increasingly use digitised 
information, continually updated and made available 
in real time, to inform risk analysis, policy making, 
regulation, delivery and performance measurement. 
The information will not only be used by govern-
ments, but citizens will be able to make informed 
choices about service options, from childcare serv-
ices in Stockholm to wait times in various Ontario 
hospitals.

Many jurisdictions are experimenting with these 
breakthrough technologies to improve their resi-
dents’ experience with public services. In Edin-
burgh, for example, buses all have GPS devices and 
residents can download a simple app for their mo-
bile device to find out how far away their bus is from 
the stop. These new service delivery models will 
enhance users’ experiences by focusing on provid-
ing individuals with more control over how they use 
a public service, with greater information and less 
intermediation.

“Open book” government could be the fourth fron-
tier. Previously closed files will be opened to citizens 
to allow them to more actively manage their own 
interactions with public institutions. This might 
include access to their medical files to allow them to 
monitor their own treatments. More services will be 
defined from the perspective of the user rather than 
the institution.

It is no longer far-fetched to imagine citizens hav-
ing personalized, secure access to their own public 
accounts where they can conduct all of their public 
business. Just as banking customers manage their 
mortgage, retirement investments and chequing 
account from one site, citizens may soon expect the 
same of government. Progress will require legislative 
changes to allow those institutions with separate 
authorities to come together and to enable coopera-
tion across governments. 
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It will not be easy, but some jurisdictions will no doubt succeed in 
figuring out how to allow citizens to renew their driver’s licence 
and apply for a child tax credit from their own personalized whole-
of-government account. Canadian federalism and its divided 
authority represent obstacles that must be overcome if Canadian 
governments are to enjoy the downstream administrative savings 
and if Canadians are to enjoy more modern service delivery.

Finally, governments will more aggressively explore how to 
undertake open data initiatives, which refer to processes aimed 
at sharing government information with the public in open ways 
that promote analysis and reuse. These initiatives could offer real 
improvements in policy development and service delivery by capi-
talizing on the knowledge and abilities of large numbers of people 
and organizations putting public data to new uses. 

Governments are just beginning to scratch the surface of the digi-
tisation revolution that is upon them. Some of these changes will 
require early up-front investments. It is unclear which of various 
applications will be most cost-effective and deliver the greatest 
capacity for improvements in service delivery. 

What is clear is that governments will have to apply the lessons 
from previous reform initiatives if investments are to have their 
transformative effect and provide users with more seamless expe-
riences with government. This could include using publicly avail-
able technologies rather than building and procuring new IT from 
scratch. It will require improvements to data security and manag-
ing privacy. Monitoring these efforts, both in terms of their success 
and their fiscal impact, will be essential for governments.



Free Schools
The UK has established a process for ena-
bling not-for-profit businesses, charities, 
faith groups, and/or parents to establish and 
operate “free schools.” These schools will be 
able to set pay and conditions for staff, devi-
ate from the national curriculum, decide the 
length of school days and terms, and often 
key operational matters. The government 
will pay for premises and provide funding per 
pupil. Sixteen schools are expected to be op-
erating by 2011.

Delivery of Public Goods by Not-for-
Profit Associations

www.patientslikeme.com
Through this website, citizens have self-or-
ganized to be a part of a community of simi-
larly situated individuals who share the same 
disease but who are dispersed over wide 
areas. They provide to each other a source of 
information and understanding and make un-
necessary some routine trips to physicians.

Delivery of Public Goods by 
Self-Organizing Citizens

Addressing Crime
In the UK, local governments have sought 
to involve citizens as co-creators in devis-
ing local crime reduction partnerships. Police 
forces and local councils set priorities and 
targets together and create operational strat-
egies for achieving them. Councils and police 
must share operational responsibility and 
public accountability (Quirk 2003, 107).

Co-Creation of Programs
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Public services around the world now have 
almost thirty years experience with devolution of 
some functions to other actors. This devolution has 
gone hand-in-hand with an evolving understand-
ing that government’s core roles are policy maker, 
regulator and setter of standards. Other actors are 
sometimes better placed to deliver services or en-
sure compliance. 

Examples are well-known, from the initial contract-
ing out of municipal services such as garbage col-
lection in the 1980s in the US, the privatization and 
creation of special purpose delivery agencies incu-
bated during the Thatcher era in the UK and, more 
recently, the growth of more widely dispersed and 
networked modes of delivery spanning many sectors 
of the economy, including the charitable sector and 
informal networks of citizens. The Howard Govern-
ment in Australia in the late 1990s sold off most of 
the commercial enterprises housed in the Depart-
ment of Administrative Services, which included 
services such as property maintenance and car fleet 
management. Few observers would suggest return-
ing these non-core services to the public sector. 

These changes have not always been paralleled by 
effective approaches to accountability, governance 
and performance measurement. Governments will 
need to develop better tools to ensure that serv-
ices are being provided to acceptable standards. 
Accountability and reporting will need to be im-
proved—not to add new paper burdens but to ensure 
that substantive outcomes are being achieved.

Citizens are increasingly self-organizing—some-
times with the help of non-profits, sometimes with 
the help of the private sector—to deliver public 
goods. Collaborative and social networking tech-
nologies are likely to accelerate devolution to social 
entrepreneurs and others who may participate in 
the “co-production” of public services. Attempts to 
improve upon current gaps in accountability and 
performance measurement must acknowledge that 
more services will be delivered through looser net-
works. 

Devolution



People First and AccessHR
Florida’s People First project is a statewide human resource outsourcing initiative designed to contract out 
staffing administration, human resource administration, payroll, and benefits. People First’s implementa-
tion includes all 33 state agencies, over 400,000 current and past state employees, and involves a nine-year 
contract with Convergys Corporation worth $350 million.  Between 2003 and 2008 the project saved the 
government of Florida an estimated $92 million.

The Texas AccessHR project from the Texas Health and Human Services Commission includes payroll, ben-
efits processing, time and leave processing, and compensation and classification administration. As of 2008 
the project had saved the government of Texas an estimated $22 million (Bacon and Wilson 2008, p.7).

Office for Budget Responsibility
In 2010, the UK government announced plans to establish the Office for Budget Responsibility (OBR), which 
will provide the economic and fiscal forecasts on which the government’s budgets will be based. The princi-
pal task of the OBR is to provide an independent assessment of whether the government is likely to meet the 
deficit reduction objectives established by the Chancellor of the Exchequer. The OBR is modeled after the 
Swedish Fiscal Policy Council which provides an independent review of budgetary plans and performance.

The Chancellor of the Exchequer has stated that this places UK fiscal policy “at the cutting edge of interna-
tional best practice” and will provide greater credibility and confidence in forecasts about the UK economy 
and public finances.

Getting out of Non-Core Business
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While outsourcing has in some instances been re-
versed in dramatic ways (such as the re-integration 
of 28,000 airport security workers in the US and the 
re-nationalization of Railtrack in Britain), there are 
a number of areas in social policy where devolution 
and partnerships with third parties have dramati-
cally reduced program costs, including social hous-
ing and immigrant settlement services in Canada. 
Governments continue to learn both from successes 
and failures. 

More ambitious contracting out may be the next 
frontier.  In the private sector, many firms work to 
focus on their core business and partner with other 
firms to deliver ancillary services. Governments are 
starting to consider doing the same because they 
recognize they do things that they don’t need to do. 
Some tasks currently performed by public servants 
can be more efficiently performed by others.  There 
may be large cost-savings for jurisdictions that are 
willing to think differently about collaborating with 
specialists who can more efficiently and knowledg-
ably manage functions such as human resources or 
IT.

Governments may also choose to divest their au-
thority over certain programs and activities to other 
actors. For example, during the 1980s, a number of 
governments divested their direct authority over 
interest rates to independent central banks. Contin-
ued delegation or devolution of some government 
functions could depoliticize certain crucial public 
activities. Moving toward more independent agen-
cies would reduce some of the transaction costs 
associated with decision-making in large, complex 
bureaucracies.  



In 2009, a private group, NTE Mobility Part-
ners, was conditionally awarded the initial 
work on a multistage project for the 36-mile 
North Tarrant Express in the Dallas region. 
Under the 52-year agreement, $2 billion in 
mostly-private funding will be used to design, 
build, operate and maintain a new highway 
system by using toll and non-toll roads that 
will double capacity by 2015.  

The Texas Model

British Columbia and Ontario have under-
taken the greatest number of P3 projects. 
Both provinces have very strong records with 
respect to cost certainty and timing. In BC, 
of the 11 projects that have reached substan-
tial completion, six were delivered ahead of 
schedule while five were delivered on time. 
In Ontario, 30 Alternative Financing and 
Procurement projects are underway through 
Infrastructure Ontario, mostly build-finance 
hospital projects. Of the six projects that have 
reached substantial completion as of the end 
of November 2009, all were completed within 
the approved public-sector budgets (Confer-
ence Board of Canada 2010).

BC & Ontario Leadership
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Governments are exploring new ways to raise 
the funds necessary to deliver public goods. Three 
approaches are considered here: public-private part-
nerships for infrastructure (P3s), better monetiza-
tion of public assets and the use of bonds. 

The use of private capital to fund some portion of 
public infrastructure projects is now commonplace. 
Governments have become much more sophisticated 
at negotiating with private firms to procure, finance, 
deliver, manage or maintain public sector assets than 
they were during the first wave of projects in the 
1990s. Governments now secure better agreements 
than they did during the first wave of P3s.

Seventeen OECD countries now have dedicated P3 
agencies. These agencies have the skills to focus on 
obtaining value and the ability to ensure that liabili-
ties are properly evaluated (OECD 2010b). These 
agencies have been successful at transferring risk 
to the private sector and securing more certainty 
around schedule projections (Conference Board of 
Canada 2010, 5). 

Of active P3 projects in Canada, fully 70% include 
design-build-finance and some combination of op-
eration and/or maintenance (The Canadian Council 
for Public-Private Partnerships, updated May 2010). 

In the 1980s, governments looking for new ways 
to extract value from existing assets often turned 
to privatization and one-time sales. Although such 
sell-offs continue to occur, governments are increas-
ingly looking to more sophisticated forms of asset 
monetization. 

The goal of asset monetization approaches is to de-
crease the financial burden associated with provid-
ing or operating an asset, without losing access to 
the product of that asset. Models of asset monetiza-
tion include the use of tolls, user-fees, other non-tax 
revenue, the creation of public corporations, more 
sophisticated management of real estate holdings, 
identification of commercialization possibilities 

Alternative Financing



from existing assests and partial divestment. For example, 
some US states are looking to using the private sector to man-
age some revenue generating public assets in exchange for an 
upfront payment and yearly payments that represent a portion 
of savings from more efficient delivery or management. Ensur-
ing standards of performance becomes the key role of govern-
ment in these cases. 

In some jurisdictions, public transit is being financed through 
the anticipated increase in property values along transit routes. 
In another model, developers are being compelled to invest 
in trust funds for public transit in order to be able to develop 
properties that will generate significant profits for developers 
so long as new public transit is installed. In both cases, the pri-
vate sector offsets some of the cost of new public infrastructure 
through their own increased profits.

Governments at all levels have used bonds to generate income 
to finance public services. Typically, bonds involve a purchaser 
providing an upfront investment of capital to the bond issuer, 
in return for which the purchaser receives payments over time. 
Governments are now looking at more creative ways of using 
bonds to fund public projects or to generate revenues from 
existing assets.

The UK is experimenting with social impact bonds, which are 
tied to the performance of a non-profit organisation tackling a 
difficult social problem. Private investors invest in a charitable 
organization, which then has the long-term capital to initiate 
its project. Depending on the success of the project in achiev-
ing its objectives, the government will pay investors a return—
or nothing if results have not been achieved. Social impact 
bonds provide long-term funds for promising ideas, transfer 
risk to private capital markets and cost public money only if 
there are measurable social benefits. 

The US is experimenting with both casino bonds and Property 
Assessed Clean Energy (PACE) bonds. With casino bonds, 
states obtain an immediate infusion of cash by creating a 
securitization of future gambling cash flows by transferring 
the right to a portion of these cash flows to a newly created 
trust co-owned by the state and new investors. PACE bonds 
allow property owners to finance energy efficiency improve-
ments using bonds issued by municipal financing districts or 
finance companies. Interested property owners receive financ-
ing (up to 20 years) for these improvements, which is repaid 
through an assessment on their property taxes. This arrange-
ment spreads the cost of clean energy improvements over the 
expected life of the measure (PACENow 2010). 
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The public-finance initiative (PFI) model has been present in the UK since the early 1990s. The model in-
cludes private-sector involvement in all forms of public infrastructure. Since 1992, 790 PFI projects have 
been initiated and nearly 500 completed. As of 2007, PFI projects represented 10 to 13 per cent of all UK in-
vestment in public infrastructure. A study by the UK National Audit Office indicated that 29 of 37 P3 projects 
surveyed did not experience any increase in construction budgets after the start of the contract and that the 
cost increases in the remaining eight projects were due mainly to additional work requested by the public 
sector owners. 

In Australia, the National PPP Forum analyzed 67 Australian infrastructure projects of which 25 were P3 
projects and 42 were conventionally procured. It determined that P3 projects demonstrated greater cost cer-
tainty overall, with average cost increases of only 4.3 percent after the contract was awarded, compared with 
18 per cent for conventionally financed projects (Conference Board of Canada 2010, 22).

Successful P3s: UK & Australia

British Waterways (BW) is a public corporation accountable to the Department for the Environment, Food 
and Rural Affairs (Defra) and the Scottish Government. BW owns and is responsible for over 2,000 miles of 
canals, rivers and supporting infrastructure for which it is the navigation authority. It has a duty to maintain 
these assets so that they deliver public benefits. It also owns a significant portfolio of nonoperational proper-
ties throughout Great Britain. This portfolio comprises properties and land within its asset base that are not 
directly involved in the operation of the waterways.

The portfolio generates income from rents (2008-09: £26.5 million) and profits from sales of properties and 
development sites (2008-09: £4.7 million); rental income supports maintenance of the waterways network 
while profits from sales are reinvested in the waterways and the portfolio.

In its 2009 Budget, the UK government announced that BW would transfer its property activities (including 
joint ventures) into a wholly-owned property subsidiary—”in order to ensure clear separation of, and focus 
on, both maximising gains from its property and best management of the waterways” (HM Treasury 2009, p. 5). 

British Waterways
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Governments around the world are being told that they will 
need to raise taxes or cut programs and services in order to balance 
their budgets. This will no doubt be true in many countries. It will 
certainly be true in most Canadian provinces.

But Canadian governments have an opportunity to also pursue a 
variety of transformative initiatives. Program cuts will be neces-
sary. The medium-term fiscal pressures are real, in part due to un-
der-funded pension liabilities. Some provincial governments face 
significant structural deficits. Even for those that do not currently 
face structural deficits, these will emerge in the next decade due to 
demographic changes unless reforms are made to public programs. 
It is incumbent on governments to see if new modern service deliv-
ery models, reforms to program operations and transformative tax 
and policy changes can ensure fiscal sustainability.

The footprint of government has changed over the past 25 years 
and will continue to do so. It is today clearer than before that gov-
ernments are capable of delivering current program offerings with 
fewer resources and fewer public servants. This requires both po-
litical will to confront some stakeholders and the readiness to re-
invent how government serves the public. It requires governments 
to embrace new service delivery models, new governance models 
and breakthrough IT applications. It requires governments to use 
these methods in a manner that empowers individuals to access 
government benefits with less direct intermediation by institutions 
and public sector organizations. It requires governments to under-
stand that their core function is to make policy and regulate; others 
may ensure compliance or deliver services, so long as governments 
improve their governance and accountability models.

Few students of public administration believe that the footprint of 
government, how government is organized or its relationship with 
the public will look the same ten years from now as it does today. 
Governments are having change forced upon them by fiscal chal-
lenges on the one hand and technological and social evolutions on 
the other. 

Governments should look at these pressures not as separate phe-
nomena to be managed independently. Social, fiscal and techno-
logical changes are mutually reinforcing opportunities to introduce 
transformative policies and new models of service delivery, with-
out sacrificing the public interest.

Where to Go From Here?

Few students of public 
administration believe 

that the footprint of 
government, how 

government is organized 
or its relationship with the 

public will look the same 
ten years from now as it 

does today. 
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The extent of the savings to be found, the ability of governments 
to drive the most ambitious changes, and the time that will be 
required for these changes to occur remain uncertain. Measure-
ment and reporting will be necessary and these efforts are already 
underway in some other countries (Podesta and Rushing 2010).
Table 3 depicts the various approaches to long-term fiscal sustain-
ability. Four criteria are highlighted: public appetite, institutional 
capacity, overall effectiveness (i.e. fiscal pay-off ) and transforma-
tive capacity.

Those areas where public appetite exists are most likely to be the 
first places government looks to act upon. However, some of them 
will encounter institutional or administrative obstacles, includ-
ing the need to secure the consent of some actors before progress 
can be made. Others will be ineffective in bringing down spending 
significantly over the long-term.

Governments should focus on those strategies likely to have the 
largest fiscal pay-off. If they happen to be areas where the institu-
tional obstacles are few and the public may be receptive, govern-
ments will almost certainly pursue them. This report also suggests 
that if these areas have a transformative capacity to improve how 
government delivers services, they should be at the top of a govern-
ment’s fiscal sustainability agenda. 

These four criteria lead to conclusions about where governments 
will devote their efforts: transforming the practices in their larg-
est spending departments, such as Health; bringing down the 
cost of wages and benefits in the broad public sector; introducing 
transformative policy changes that affect retirement and pen-
sions; modernizing bureaucratic processes; and digitisation that 
allows individuals to access their own services in ways of their own 
choosing, with less intermediation by public sector bureaucracies.
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This report has outlined the emerging transformative approaches 
taking place in Canada and abroad. These changes include trans-
formative tax initiatives, like the move toward a harmonized sales 
tax, as well as transformative policies that will reduce government 
expenditures, like movement across Europe and the US to raise the 
retirement age. 

These changes also include transforming how government delivers 
public services to citizens through modernizing delivery models, 
financing mechanisms, new governance models, and the use of break-
through—and often relatively inexpensive—information technology 
and digitisation. 

None of the choices outlined in this report are value-free. They are 
political choices and will best be undertaken by governments that 
understand their own values on issues like equity, rights, entitlements 
and the public interest. The choices will all require research, fiscal 
analysis, sustained public communications and dialogue, and time for 
transitions to occur.

This research represents a foundational piece intended to promote 
basic literacy regarding available and emerging fiscal, policy and de-
livery strategies. Future reports will document how well these initia-
tives are working and with what effect—both politically and fiscally.
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Strategy
Public 

Appetite

Institutional 
Capacity & 

Admin. Levers Effectiveness

Trans-
formative 
Capacity

TAXES

Increasing tax rates (income, corpo-
rate, VAT/sales, property, excise)

Increase compliance

Reduce tax credits/expenditures

Resource royalties

Add new taxes (excise, carbon, 
inheritance)

Non-tax revenue/user fees

Transformative tax policy changes

PROGRAM SPENDING

Across-the-board cuts

Program reviews

Policy audits

Targeted efforts on high spending 
departments

Wage & benefits across the 
broad pubic sector

Transformative policy changes on 
program spending

ALTERNATIVE MEASURES

Modernizing bureaucratic 
processes

Reassignment of roles 
& responsibilities

Digitisation

Devolution

Alternative financing

Table 3
Where Will Governments Find the Most Success?

 Yes  To some extent  No
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