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Traditional postwar Canadian values are defined internally by a strong welfare state and 
externally by  an influential foreign service. This paper argues that economic globalization, 
namely the threat of capital outflow, has constrained Canadian fiscal autonomy. These 
constraints call  into question Canada’s ability to achieve its postwar values moving forward. 

The size and resilience of the Canadian economy has afforded the Canadian  state the 
privilege to operate a generous domestic welfare system. Its universal health care and 
social assistance models are global paragons of citizen wellbeing. The Canadian state’s 
spending power also allows it to operate an extensive foreign service. The Pearsonian 
Foreign Service exercised global influence by helping to resolve international crises and by 
helping to shape international institutions in the postwar era.

It is the role of governments to exercise core powers such as these. They exercise internal 
sovereignty by establishing the law and force that bring order, as well as by providing the 
services and welfare citizens require. External sovereignty arises from the state’s ability to 
assert its independence by defending its territory, by granting citizenship, and by controlling 
its borders. These core powers are determined by the fiscal autonomy of the state. Through 
spending, states build military and policing authorities, and through these authorities they 
decide their own legal exceptions by suspending the rule of law—the ultimate expression 
of sovereign power according to the German political theorist Carl Schmitt (1985). Fiscal 
autonomy is therefore a fundamental variable in the sovereignty equation. A sovereign state 
must be fiscally autonomous if it is to exercise the above core sovereign powers. Fiscal 
autonomy is determined by a state’s ability to raise revenues through taxes, and to spend 
this revenue with a degree of freedom. Sovereignty is freedom to decide who to tax and by 
how much. State sovereignty is also the freedom to decide how to spend this tax revenue. 

Sovereignty
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The conceptualization of ‘sovereignty’ presented here therefore differs from an absolutist 
understanding of sovereignty where the sovereign is the master in his/her own house. 
Rather, this conception presents sovereignty as susceptible to expansion or constraint. 
It is a descriptive concept of sovereignty as opposed to a legalistic or normative one. 
Sovereignty is the ability of the state to manage its own affairs as it sees fit. This control is 
afforded through fiscal autonomy. 

The history  of the Canadian state is one of domestic autonomy and international influence. 
The values of a public health care system and a strong foreign service are synonymous 
with Canadian identity (Mendelsohn 2002; Dorn 2005). Sovereignty is the freedom to work 
towards certain values. The pursuit of traditional Canadian values has become constrained 
by economic globalization, tersely defined here as the free movement of capital and 
corporate activity across sovereign borders (Bhagwati 2004).

There are two fundamental components that grant fiscal autonomy: the power to raise 
revenue, and the power to spend that revenue with some degree of freedom. The 
processes of economic globalization constrain both of these sovereign practices.  Economic 
globalization will make it difficult for the Canadian state and other states to raise revenue. 
Fiscal economist Vito Tanzi refers to several new processes such as the reliance on tax 
havens, increased foreign shopping and e-commerce as ‘fiscal termites’ (Tanzi 2000). 
These fiscal termites eat away at the state’s ability to raise revenue as they make tax 
collection more difficult. 

In order to retain and attract investment into the country, the neoliberal argument holds 
that the state must reduce taxes to compete with other jurisdictions for investment. The 
immediate implication of this policy is a significant reduction in state revenue, and an erosion 
in the state’s ability to provide services for its citizens—a core sovereign power.

Jagdish Bhagwati, in his support of economic globalization, responds to Tanzi by suggesting 
that fiscal conservatism went into retrenchment after the Reagan and Thatcher era 
(Bhagwati 2003). Since he made that claim in 2003, fiscal conservatism made a comeback. 
The Canadian government’s ‘tough medicine’ approach of reducing corporate taxes in 
lieu of funding social programs was opposed by the majority of Canadians, but was sold 
as an economic prerequisite to compete in the global economy. In the US the popularity 
of Paul Ryan’s austerity plan among his Republican base has made him a champion of 
the new Reaganites. This is not a retrenchment. These revenue constraints have not 
only challenged the internal sovereignty of the Canadian state, but also its expressions 
of external sovereignty. Due to its decreased spending power, the Canadian government 
recently made a bid to share its embassy with the United Kingdom, a move many have seen 
as an erosion of Canadian sovereignty (The Globe and Mail 2012).
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These policies—pushed as economic necessities to compete in the global economy—
have posed a serious challenge to Canadian fiscal autonomy. Levels of legitimate taxation 
have shifted significantly since the early postwar era in Canada. Although government tax 
revenue is increasing year by year, the foregone revenue due to tax cuts tells a different 
story. Sovereign Canadian values, such as the operation of a generous welfare state, are 
becoming increasingly difficult to maintain. 

Just as with increasing limits on taxation, economic globalization has also limited the 
spending choices of the Canadian state. How a state spends its revenue is an expression of 
that state’s interests. Constraints on where a state can spend its money result in a deviation 
from those interests. The threat of capital outflow is increasingly defining how a sovereign 
state spends its own money. Taken year-by-year, budgets are zero-sum. Appropriating funds 
for one program means other programs will take a hit. With the omnipresent threat of capital 
outflow, a growing portion of governments in North America are focusing on economic 
development activities. Economic development agencies and ministries have surfaced 
across different levels of government in Canada. The central goal of these organizations 
is to attract and retain investment and to create jobs. The threat of capital outflow comes 
with a threat of chronically higher levels of unemployment as jobs are shipped overseas 
to competitive alternative jurisdictions. Caterpillar Inc.’s 2012 plant relocation from Ontario 
to Indiana is a case in point. In February 2012, Caterpillar Inc.’s locomotive manufacturing 
plant in London, Ontario closed down after Canadian Auto Workers Local 27 refused to 
agree to cut employee wages by half (The Globe and Mail 2012). Caterpillar relocated the 
work to a plant in Indiana, where the state’s right to work legislation allowed the company 
to pay a lower wage (The Wall Street Journal 2012). Economic development organizations 
must provide competitive proposals to companies. The State of Indiana legislated right to 
work legislation that significantly reduced labour costs for Caterpillar.

Economic development shops in Canada have provided billions of dollars in supports to 
companies in order to retain investment, including tax breaks, subsidies, reduced electricity 
prices, capital co-investment, and choice greenfield real estate. Ontario alone provides 
approximately $2 billion in annual support to businesses through more than 40 different 
programs (Ontario Ministry of Finance 2012). As budgets are zero-sum, other programs and 
services valued by Canadians take the hit.

Economic globalization and the omnipresent threat of capital outflows has constrained the 
taxation and spending power of the Canadian state. This erosion of fiscal autonomy is 
the strongest challenge to Canadian sovereignty as fiscal autonomy is key to the ability 
of a sovereign state to make its own choices as it sees fit. Erosion of fiscal autonomy 
permeates the day-to-day lives of all Canadians. Healthcare choices, career options and 
international influence will be curbed as a result of the reduction of fiscal autonomy brought 
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on by economic globalization. It also precedes and determines Canada’s sovereignty in 
the Arctic by constraining the level of toleration citizens have for expensive F-35 jets in lieu 
of possible jobs growth and investment. In a poll conducted by Forum Research, almost 
80 percent of Canadians disapproved of the costs of the federal government’s F-35 jet 
procurement process (Forum Research 2012). 

Many contend that the sovereign decides the exception, and in the Canadian case, the state 
should resist the globalization trend by moving towards an unapologetically social democratic 
position. Moves to the left such as this are increasingly being delegitimized as economies 
have faltered in attempting to combat calls for global economic competitiveness through 
strengthened labour laws, increased taxation and economic nationalization. Perhaps this is 
one case where the sovereign state can make the exception, but the consequences of that 
exception would be too much to bear. 
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