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Canada is a vast federal and multinational state where 'national unity' is 
problematic. Officially bilingual and multicultural since the late 1960s 
and early 1970s, Canada is a divided country in which native communit­
ies and provincial governments - especially the one in Quebec - have 
continuously fought for more territorial autonomy. To add to an already 
complex political landscape, western provinces such as Alberta have long 
expressed their dissatisfaction towards many policies enacted at the 
federal level. Considering that the country's 'inter-state federalism' is 
characterized by direct bargaining between federal and provincial offi­
cials (Theret, 1999), governing Canada has proved to be a difficult task. 
The debates taking place in the social policy arena underline these terri­
torial conflicts. 

The territorial structure of the Canadian welfare state reflects the con­
stitutional division of labour between the two orders of government -
provincial and federal - created by the British North American Act of 
1867. From the beginning, provinces were given power over education, 
health care and social welfare.2 At the time, these governmental functions 
were regarded as modest, which explains why provinces received limited 
taxation powers by today's standards. In comparison, the federal govern­
ment received wide-ranging taxation powers that would later be translated 
into spending power. Although the federal government now provides 
funding in the three above-mentioned policy areas, the level of provincial 
autonomy remains high, at least from an international perspective. For 
example, federal government expenditure accounts for only 41 per cent 
of total expenditure in Canada (Watts, 1997: 53). This is much less than 
other federations, with the exception of Switzerland. From a revenue 
perspective, the federal government's percentage is only 48 per cent of 
the overall total, which leaves most of the rest to the provinces (ibid.: 52).3 

This means that the fiscal basis of Canadian provinces is much greater 
than the fiscal bases of US states, German Landers, and Spanish Comu-
nidades Autonomas. Moreover, transfers from the federal government are 
mostly unconditional (ibid.: 56). Canada features far fewer conditional 
transfers than federations such as Australia, Germany, Switzerland and the 


