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Les revenus provenant des programmes d'aide aux enfants constituent une partie importante des revenus de
plusieurs familles monoparentales. En janvier 1997, le gouvernement, puisque les programmes étaient jugés

inadéquats, a établit un nouveauidepour ces programmes. Cet article évaluGualeen examinant comment

il se compare avec six mesures de suffisance et avec des mesures évaluant si les programmes sont raisonables o
non. Nous sommes amenés a concluremjiraporte lequebes programmes d’aide aux enfants basés seulement

sur le revenu des partenaires antérieurs va avoir une tres faible chance de succés. Une fagon de contourner ce
dilemne serait d'utiliser une mesure de richesse plus large lors du calcul des paiements de soutien. Cela pourrait
rendre possible une réduction des impacts économiques du divorce sur les enfants.

Child-support awards constitute an important source of revenue for many single-parent households. The
inadequacy of these child-support awards is one of the factors cited to justify the government’s recent
implementation in January 1997 of a new child-sup@uidelines This paper evaluates theGaiidelines

by examining how they compare to six standards of adequacy and reasonableness. We are led to conclude
thatany child-support system based solely on the incomes of former spouses is unlikely to succeed. One
way out of this dilemma is to use a broader measure of wealth when calculating child-support payments
which may make it possible to reduce the economic impact of divorce on children.

INTRODUCTION children living in single-parent households running
at about 60 percent, itis clear that these households

he issue of child poverty looms large in the po- are particularly at risk (Canada. HRDC 1996, p. 2).
litical arena in Canada, as it does in other west-Child-support awards constitute an important source

ern countries. With the poverty rate for Canadianof revenue for many single-parent households. The
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government affects the level of child-support awardstion of exactly two factors, namely: the non-
partly by setting the legislative stage for the nego-custodial parent’s income and the number of chil-
tiation of post-separation child-support agreementsdren! To all intents and purposes, rules have
Modifications to the legal system, if they result in replaced the discretion of the courts.
an increase in the average level of awards, can thus
be expected to reduce child poverty. As the Depart- In this paper, we identify three criteria to assess
ment of Justice (DOJ) notes in a recent report: “Al- whether child-support payments are “adequate,” in
though child-support formulas cannot solve the childthe general sense of providing for the needs of the
poverty problem arising from divorce, they can custodial household. We also develop three measures
ameliorate the situation to some degree” (Canadaof whether support payments are “reasonable,” in
DOJ 1995, p. 38). the broad sense of distributing the burdens asso-
ciated with divorce equitably among the parents. The
Increasing the average level of support obliga-economic consequences to the custodial and non-
tions would also go some way toward distributing custodial household of meeting these six criteria are
the burdens of family breakdown more evenly. Af- also assessed, together with an evaluation of whether
ter separation, the same resources go to supportinthe newGuidelinesfor child-support awards meet
two households instead of one. The standard of livthese criteria. We are led to conclude thatGluéde-
ing of all parties can be expected to decline, andines, like any child-support system based solely on
indeed, this seems to be what happens in a vaghe incomes of the former spouses, is unlikely to
majority of cases. However, available data also sugsucceed in providing for the households post-
gest that, even after taking into account child- divorce, and thus any such system is unlikely to al-
support transfers, the typical custodial household'sleviate the problem of child poverty. We close by
income is insufficient for it to aspire to a standard suggesting a way out of the impasse.
of living comparable to the one enjoyed by the non-
custodial parent (see Rogerson 1990, p.59). This is
further evidence that levels of support are often in-THE CHILD-SuPPORT GUIDELINES
adequate. Whereas children are the innocent parties
in any family breakdown, they are the ones bearing,The Changes Introduced by the System
along with the custodial parent, the brunt of the costin 1997
for the move to a two-family life. Prior to 1997, the courts were relied upon to assess
the costs of raising children and to apportion these
Inadequacy of current levels of child-support costs among the parents. In addition to the charge
awards is one of the factors that the government citedhat awards were often inadequate, awards gener-
to justify its review of the child-support system. The ated by the former system were often perceived to
process recently culminated in the adoption of thebe inconsistent and inequitable. Families in similar
child-supportGuidelinesin 1997. Thes&uidelines  financial circumstances could not be guaranteed to
constitute a profound change to the legislative back-get the same awards, since the discretion of the court
drop against which child-support agreements arecould be exercised both in its interpretation of the
negotiated. In the former system, the court’s deci-principles guiding the expenses allowed for child-
sion was informed by a list of principles embodied related costs, and in the manner in which parents
in theDivorce Act and it took into account the par- should share this financial responsibility. Further,
ents’ reported costs of raising their children, as wellthe variability of court-determined awards was per-
as each parent’s ability to shoulder his or her shareeived to encourage parents to resort to litigation,
of the financial burden. In contrast, the n@wide-  at a high cost to both the parties involved and the
linesestablish set amounts of child support as a funclegal system. These problems form the basis for the
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Family Law Committee’s recommendation that a ceived inadequacy of child-support awards. This was
child-support formula be developed and ensconcedhe primary objective of the Family Law Commit-
in theDivorce Act tee in bringing forth its recommendatichsnd it
should remain an important criterion by which the
Under the new system, tiil@vorce Actinstructs  Guidelinesare ultimately judged. This objective,
judges to set child-support awards according to thenowever, can be in tension with the non-custodial
Guidelines? which includes tables specifying parent’s ability to maintain his or her separate house-
awards as a function of the non-custodial parent'shold. We take this into account by asking whether
income and the number of children for which sup-the Guidelinesprescribereasonablechild-support
port must be provided. These amounts serva as payments under the relevant circumstances.
rebuttal presumptiona legal status which has greater
force than a simple set of recommendations, butEquivalence Scales
which is not an invariable rule. The amounts set byThe amounts of child-support awards in theide-
the Guidelinesare assumed to apply unless one oflines are based on imputed child-related expendi-
the parties undertakes legal action on grounds thatures as well as a formula that apportions these costs
payment of the mandated amount would result inamong the parents. Measures of child-related expen-
undue hardship. The custodial parent can cite sevditures are of necessity crucial to the determination
eral factors to support a claim of undue hardship.of child-support awards. Given the difficulties of
These include the necessity to repay substantial famrelying, as the courts had done, on parents agreeing
ily debts, the custody of other children or pre- on the evaluation of child-related expenses, the DOJ,
existing child-support orders, or a particularly high after considerable research, elected to use the 40/
cost of acces3A claim of undue hardship by a cus- 30 equivalence scal¢o impute child-related expen-
todial parent can only be made if it establishes thatlitures. Because of the importance of these equiva-
a child has special needs requiring extraordinarylence scales both to the construction of the amounts
expenses. in the Guidelinesand to our own calculations of
adequate and reasonable awards, we devote this sec-
The Guidelinesreduce the need for litigation by tion to a description of how they are constructed.
dictating what the non-custodial parent must payWe also discuss briefly the assumptions implicit in
under all but extraordinary circumstances. Furtherthe calculation of equivalence scales.
the rigidity of the rules means that awards are con-
sistent in the following sense: all non-custodial par- Equivalence scales allow one to compare the
ents in similar financial positions and with a given gross income requirements of Canadian families of
number of children pay the same amounts. Howeveryarious sizes. They answer the question: “How much
this does not imply that th&uidelinesachieve income should a family with members have to be
equity for Canadian families. Indeefgmilies(as  as well off as a single individual who has an income
opposed to non-custodial parents) in similar circum-of $Y? The 40/30 scale is so named because the
stances wilhotbe treated the same, because awardsecond member of a household is deemed to require
are determined without regard to the financial posi-40 percent as much income as the first member,
tion of the custodial parent. Nevertheless, the conwhile the third and all subsequent members are con-
sistency of the new system, as just defined, and theidered to require an additional 30 percent of the
reduction in the incentives to resort to litigation, can first member’s income in order to maintain the fami-
only be counted as gains with respect to the formety’s standard of living That is, with a weight of
system. However, the Family Law Committee would one being attached to a single individual, the next
still have to be judged to have failed in its task if individual is assigned an income weight of 0.4, and
the Guidelinescannot be shown to redress the per-all subsequent members are given weights of 0.3.
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The procedure to estimate average child-relatecaged under 7 and 18 percent of its income on a child
expenditures using the equivalence scales proceeds the 13-17 years of age category, a one-child
in two steps. The first step is to use the equivalencénousehold with $60,000 gross income spends 9 per-
scale to impute to the child a share of gross familycent of its income on children under 7 and 11 per-
income. In a second step, this share of gross familcent on children aged 13 to 7hese results also
income is converted to expenditures using a deflatoindicate that variations in household spending pat-
to take savings and taxes into account. terns on children vary importantly with different age

profiles of the children. These, and other system-

Consider, for instance, a two-parent, one-childatic variations in spending patterns (based on the
household with a total income of $85,000. Using religious beliefs of parents, their age, etc.) are not
the 40/30 scale, a three-member family requirestaken into account by the equivalence scales.
17.65 percent more income (0.3/1.7) than would a
two-individual household to attain a comparable Clearly, there is a trade-off between trying to
standard of living. On that basis, the portion of the measure accurately the child-related expenditures
gross income that the parents direct toward the chilcf particular households and putting in place a sys-
is estimated to be 17.65 percent. In our exampletem for determining child-support awards that are
the child’s “gross income requirement” is $15,000 “consistent,” and where the discretion of the courts
(0.3/1.7 x $85,000). Of course, this $15,000 repre-only plays a role in extraordinary cases. It is ulti-
sents more than the amount actually spent on thenately up to policymakers to weigh the costs and
child, because it would include the amount neededbenefits of addressing the particularities of indi-
for the tax payable on this additional income, plusvidual circumstances. A more telling objection to
the amount the household normally saves out of thighe application of household equivalence scales is
income. Given that the average tax rate on $85,00@hat because the basis of comparison is total house-
is about 23 percent and the savings rate is arountiold income rather thawealth households which
5.5 percent, a discount of 35 percent should adshould be judged to have very different standards
equately take care of taxes and savings. The $15,000f living will be found comparable under the equiva-
calculated above, deflated by 35 percent yieldslence scale. The most obvious example is that of a
$9,750 or $812 per month as the estimated amounfamily owning its home outright, versus a family
spent on the child. with the same income living in rental housing.

Clearly, the mortgage-free family members derive

The method outlined above implicitly assumes a flow of services from their home that is not re-
that all households of identical composition devoteflected in their annual income. Even if the applica-
the same proportion of their total resources to theirtion of equivalence scales deems both families to
children. Given that households do vary on the ba-be equally well-off, common sense tells us that there
sis of income, this is equivalent to assuming thatis a real and significant difference in the standard
the elasticity of child-related expenditures is con-of living of these familied? Thus, in the analysis
stant® Available data casts some doubt on the le-below, although we follow general practice in using
gitimacy of this assumption. Fedyk (1991) calculatesequivalence scales to make statements regarding the
child-related expenditures using data from Statis-relative standards of living of different families, and
tics Canada’s Family Expenditure Survey which we use these equivalence scales to construct esti-
exclude babysitting expenses. She finds (1991 mates of child-related expenses, it should be stressed
pp. 26, 27) that the proportion of household incomethat we consider these comparisons useful only to
spent on children declines as income rises. While ghe extent that the families considered also derive
one-child household with a gross income of $20,000comparable services from non-income-generating
spends about 15 percent of this income on a childassets.

CaNADIAN PusLic PoLicy — ANALYSE DE POLITIQUES, VOL. XXVI, NO. 1 2000



Are the New Child-Support Guidelines “Adequate” or “Reasonable’®

STANDARDS FOR ADEQUATEAND REASONABLE TheGuidelinesprovide no obvious standard with
AWwARDS which to measure the adequacy or reasonableness
of child-support awards. The Family Law Commit-
Child-support payments apportion the economictee is of little help since although it states that ad-
costs of divorce between the custodial and non-equacy of child-support awards is one of its goals,
custodial households. To illustrate this claim, con-it does not provide a definition of the term. We have
sider a household of three persons with a jointthus chosen to develop a number of different crite-
income of $85,000: $51,000 is earned by the fatherria to assess both the reasonableness and the ad-
$34,000 by the mother, and there is one child. Postequacy of the awards mandated by @Ggdelines.
divorce, if the mother becomes the custodial par-Although these criteria are not meant to be an
ent, there are now two households: the non-custodiaéxhaustive list of standards that could be used to
parent, with an income of $51,000 less support payjudge theGuidelines we believe that our criteria
ments, and the custodial household, with an incomespan a wide enough spectrum of concerns to allow
of $34,000, plus support. Using the 40/30 equiva-for a balanced evaluation.
lence scale, we can easily calculate the level of in-
come required by each of these households to have We consider three standards of adequacy, namely
the same standard of living as they enjoyed prewhether the awards (i) maintain the pre-divorce
divorce. For the non-custodial household, thisstandard of living of the children, (ii) ensure that
amount is $50,000 ($85,000/1.7). Given that thethe financial resources available for the children do
non-custodial parent’s income is $51,000, this im-not decrease post-divorce, and (iii) equalize the
plies that any support payment exceeding $1,000tandards of living of the custodial and non-custodial
would make divorce economically costly since his household post-divorc®. Three further standards
standard of living would decrease. Turning to thedescribe the reasonableness of the child-support
custodial household, maintaining its standard of liv-awards (i.e., whether the awards apportion the bur-
ing at the pre-divorce level requires an income ofden of divorce among the two households in a rea-
$70,000 ($85,000 divided by the sum of income sonable manner and thus, implicitly whether the
weights for a three-person household, 1.7, times thaeed for the non-custodial parent to maintain his or
weights of a two-person household, 1.4). Since theher separate household is recognized) namely:
income of the custodial parent is $34,000, supporf(iv) that each parent contribute to the costs of rais-
below $36,000 represents economic hardship for théng children in proportion to their relative incomes;
custodial household. (v) that the child-support payment contain no im-
plicit spousal support (i.e., all of the non-custodial
The difference between the support required byparent’s contribution goes only to child-related
the custodial household and the support that can bexpenses); and (vi) that post-divorce standard of
paid without hardship to the non-custodial parentlivings be equalized as long as all of the payment is
— namely, $36,000 — $1,000 = $35,000 — is a mea-used for the children. We examine and analyze each
sure of the economic costs of divorce. Different standard in turn.
levels of child-support payments are associated with
different divisions of the economic burden of divorce Maintaining the Pre-Divorce Standard of
between the custodial and non-custodial housedliving
holds?! the greater is the share of this economicParasis a key precedent in Canadian case law. It
burden shouldered by one of the two householdsgestablishes the principle that child-support awards
the greater is the reduction in its standard of livingshould seek to protect the children — as the inno-
compared to the pre-divorce situation. cent parties in the divorce — from any reduction in
their standard of living® Parasalso recognizes that
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the welfare of the children is inextricably linked to where Srefers to the child-support payment, the
the welfare of the custodial parent. We cite: superscriptl refers to the first criterion, and is
the number of members in the custodial household.
Since ordinarily no fault can be alleged againstUsing this formula witm = 3, we can see that if the
the children which would disentitle them to sup- custodial parent earned no income, the amount of
port, the objective of maintenance should be, assupport required for one child would represent 82.4
far as possible, to continue the availability to the percent of the non-custodial parent’s revenues. As
children of the same standard of living as thatthe custodial parent's share of total income in-
which they would have enjoyed had the family creases, the level of support decreases. However,
break-up not occurred ... even were both spouses to have identical incomes,
the support award would still constitute 64.7 per-
Ideally the problem could be solved by arriving cent of the non-custodial parent’s personal revenues.
at a sum which would be adequate to care for,Further, since the relative income share of the last
support and educate the children, dividing thisfamily member declines as family size grows, the
sum in proportion to the respective incomes andsupport award needed to meet fParas standard

resources of the parents and directing the paygonstitutes an even larger proportion of the non-
ment of the appropriate proportion by the parentesiodial parent's income when there is more than
not having physical custody. Generally speaking, one chilg, It is clear that, as laudable as the princi-

such a formula would tend to preserve a h|gherple in Parasmay be, it would impose an unaccept-

standard of living in the home in which the chil- o0 4en on the non-custodial parent in a large
dren are supported at the expense of some less-

. iy humber of circumstances.
ening of the standard of living of the other parent,

thus creating indirectly a benefit to the parentwho ] .
continues to support the childréh. Maintaining Pre-Divorce Expenditures on

Children

Thus, Paras recognizes that it cannot be expected We now consider the support award that would be
that the standards of living of the post-divorce houseJequired to maintain pre-divorce spending on the
holds can both be maintained at the pre-divorcechildren. Before divorce, based on the equivalence
level, and it views as acceptable that the custodiafcales, the total amount spent on children is esti-
household should enjoy a higher standard of living.mated by:
o o 3(n-2
Finding the level of support necessary to uphold  (Y°*+Y™) % (2)

the Parasstandard is exactly equivalent to identify- ’ '

ing the level of income that the custodial householdTo ensure that the total expenditures devoted to chil-
would require were it to be protected from the eco-dren post-divorce equals the total expenditures de-

nomic consequences of divorce. In a family with oneyoted pre-divorce, the following equality must hold:
child, theParasstandard is met when the custodial

family’s income is reduced by no more thar{®.3/

Y+ ) 0.4+0.3(n-3) _
1.7), i.e., 17.5 percent relative to the pre-divorce 1.4+0.3(n-3)
level. In general, denoting the incomes of the cus- e on 0.3(n-2) @)
todial and non-custodial parents ¥yandY" respec- Y+ 1.4+0.3(n-2)

tively, the amount of support required is:
which implies that
0.3

1_\/nc_ nc C
SEY =Y T v (n-2)(0.3)

1) B
S=(Y°+Y™) DK—Y° (4)
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whereA andB are defined as the left-hand and right- ent, divided by a household composition weight of 1.4
hand quotients respectively, from expression (3). corresponding to two persons. In general, for a family
with n-1 children, the process is identical, except that

The notion that the amount spent on childrenthe sum of the income weights for the custodial house-

should not be reduced post-divorce is an appealindiold is 1.4 + 1§ — 2) (0.3). Thus, we have:

criterion that attempts to insulate the children from

the economic consequences of divorce. It does not Y"©-s* Y°+S 5)

imply that the standard of living of the children is 1.0 ~ 1.4+(n-2)(0.3)

protected post-divorce because the composition of o _

the household in which such expenditures are mad&/Sind (5), it is straightforward to solve for the ap-

has changed. Indeed, when analytically comparingPrOpr'ate support award as a function of the relative

the support that would be required to equalize liv-NcOmes of the spouses:

ing standards ,’Swith the awards required to main-

tain pre-divorce spending on childrer?, e find

that the former always exceeds the latter. In other

words, maintaining the pre-divorce standard of liv-  |n the case of a household with one child=(2),
ing for the children yields, not surprisingly, the larg- from (6) we can see that if the custodial parent
est child-support award. earned no income, then the support award would
constitute 58.3 percent of the non-custodial parent’s
Equalizing Post-Divorce Standards of Living  income. As the proportion of income held by the
One factor frequently cited to support the claim thatcystodial parent increases, the support which must
child-support payments are inadequate is that theye paid to equalize the standards of living falls.
non-custodial parent enjoys a standard of living su\when this proportion reaches 58 percent, that is,
perior to the one that the custodial household canyhen the custodial parent's income is 1.4 times that
attain. Children should be able to benefit from the of the non-custodial parent, then the support award
income of the non-custodial parent after divorce, jUStrequired is zero. Although the non-custodial parent
as they did when the family was intact. Thus, a"might beableto pay support, and although the chil-
though it is unrealistic (as we have seen) to aspirgjren would still be worse off post-divorce than when
to maintain the standard of living of children at the thejr parents were married, no payments would be
pre-divorce standard after separation, it may be fearequired of the non-custodial parent if the only goal
sible to require that children enjoy the same stanyyere the equalization of the post-divorce standards
dard of living as the non-custodial parent after of |iving. The point can be made more vividly still;
divorce. We take this as our final criterion by which \ere the custodial parent to earn, say, 75 percent of
to judge the adequacy of child-support awards.  the pre-divorce household income, then a transfer
to equalize the standards of living goesm the

To calculate the support payments necessary tqystodial household to the non-custodial parent
equalize living standards, the income net of supportciearly, there is no longer any sense in which this
of the non-custodial parent is compared to the in-transfer is for the support of the children of the
come inclusive of support of the custodial parent,marriage. This strongly suggests that extreme caution
where the latter is adjusted to take account of theshguld be applied in adopting “equalization of living

difference in household composition. Irearly with  standards” as a standard for the adequacy of support.
one child, support is determined so that the income

net of support of the non-custodial parent, divided byCost-Sharing Standard
a household composition weight of one, is equal toone way in which the “reasonableness” of child-
the income inclusive of Support of the custodial par'suppor’[ payments can be ensured is by ensuring that

_ (1.4+(n-2)0.3)Y°-Y°
s'= 2.4+ (n-2)(0.3) (6)
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the non-custodial parent’s share of child-rearingincome of the non-custodial parent is irrelevant. The
costs is a function of his or her relative income. In Francis-Bakercase just recently decided by the
formal terms: Supreme Court of Canada was partially argued on the
grounds that a $10,000 monthly award would consti-
tute, in fact, a spousal award as well as a child-support
award. Given that the income of Ms. Francis is known

to be modest, this argument is entirely correct.
The “cost of children” is here again calculated with

reference to the 40/30 equivalence scale. Notice ON€&qualizing Post-Divorce Standards of Living
important point. In these calculations the cost of\yith no Implicit Spousal Support
children, unless otherwise stated, refers to the cost§pe final “reasonableness” criterion examined is the
post-separation. For a two-person household, thgame as the third standard described above except
cost of the child (second person) would be 0.4/that the amount of the child-support payment is con-
1.4%(Y¢ + 9 whereY® + Srepresents the total in- strained to prevent it from being used to enhance
come of the custodial parent. For an n-person housere Jifestyle of the custodial parent. In other words,
hold, these costs may be expressed as (0.4 the payment is constrained to be no greater (Bah
0.3(n-2))/(1.4 + 0.3(n-2))X" + 9). Thus, the child- 4 (4-2)0.3)¥ as defined in expression (9). For one
support payment arising from the cost-sharing cri-cpiiq, this constraint becomes binding as soon as
terion withn-1 children is: the income of the non-custodial parent exceeds 1.4
o times the income of the custodial parent. Not sur-
s'= (0.4+0.3(n- 2)Y*Y (8)  prisingly, the greater the non-custodial parent’s in-
Y™+ (1.4+0.3(n-2))Y come in comparison to the custodial parent’s

Using th hari | how that th income, the more likely that some of the child-
sing t _e_COSt'S anngru e_’ we can show thatt eStanéupport payment would be used to enhance the liv-
dard of living of the custodial household (and thus the.

- _ ) ing standard of the custodial parent.
standard of living of the children) is lower than that of
the non-custodial paremthenever the custodial par-

ent's income (before support) is lower than the NON-~ M PARING CHILD-SUPPORT STANDARDS
custodial parent’s incomé his is typically the case.

nc

S“=% 0 cost of children (7
Y™ +Y

We can examine the various child-support schemes
analytically to determine their effectiveness in pro-

_tecting children from the economic consequences
all of the support payment must be spent on the ChII'of divorce and their consequences for the non-

drenl® This imposes @onstrainton the size of the custodial parent. One simple way to do this is to
awgrq. To ensure no §p0usal support,. the St"’md"’l%ok at how the standards of living in the custodial
of living of the C_UStOdlal parent as a.sllngle.perscl)nand non-custodial households compare under each
cannot exceed his or her standard of living with Ch”'scheme. Table 1 provides this information. Column

dren and ch|Id-sup.port payments. _Thus_’ the maxi- presents the six criteria previously described. Col-

mcum aTount of child support _possmle 'S_SUCh thatumn 2 indicates when the custodial household’s

Ye= (Y + 9)/(1.4+.3(n-2)), which results in: standard of living exceeds that of the non-custodial
S (0.4+(n—2)0.3)Y ) parent’s. Whene_ver the humber of children affects

the outcome, it is noted in the last column.

It is interesting to note here that the support pay-

ment dependsolelyupon the income of the custo-  Looking at column 2, the custodial household is

dial parent (and the number of children), while the always better off when support is designed to

No Implicit Spousal Support
A criterion of no implicit spousal support means that
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TasLe 1

Comparing the Standards of Living (SOL) of Custodial and Non-Custodial Parents under Different Support-Payment
Criteria and Two Children

Criterion Custodial SOL > Non-Custodial SOL Comments
Pre-divorce SOL Always holds true holds irrespective of the
0] number of children
Pre-divorce expenditures Always holds true holds irrespective of the
(ii) number of children
Equal post-divorce SOL SOL are identical by definition holds irrespective of the
(i) number of children
Cost-sharing Ye > yne holds irrespective of the
(iv) number of children
No implicit spousal support as the number of children
(v) Y¢ > (.4+(n-2).3)/(2.4+(n-2).3)Y"® rises so too can Y¢ while
still respecting criterion (v)
Min { (iii), (v) } SOL identical except if if YC exceeds the indicated
(vi) Y¢ < (.4+(n-2).3)/(2.4+(n-2).3)Y"® expression then see the
then SOL® < SOL"® comment for criterion (v)

maintain the pre-divorce standard of living of the were established, the average two-earner household
children or to maintain the pre-divorce level of ex- with two children earned about $65,000 per year, of
penditures. Under the cost-sharing rule, the custowhich $40,000 was contributed by the male. This
dial household is better off whenever the custodialprofile constitutes the first of the three scenarios that
parent’s income exceeds that of the non-custodialve examine. Scenario two takes the same total
parent's — irrespective of the number of children. household income but has each parent earning an
An important corollary of this statement is, how- equal share. This scenario was chosen because a 50/
ever, that whenever the custodial parent earns lesS0 income split is the assumption upon which the
than the non-custodial parent (the norm in Canada)Guidelinesis based. Finally, scenario three looks at
the custodial household is worse off under the costa two-children household in which the income is
sharing rule. Finally, as far as the no-spousal suphigher, $100,000, with the male earning $65,000.
port rule is concerned, as the number of childrenWe chose this last scenario for two reasons: first, in
increases, the custodial parent may earn an increas household with children, males typically earn more
ingly higher salary while still respecting this constraint. than females; and, second, as argued below, one way
to lessen the economic hardship of divorce on
Another way to compare the different standardschildren is to change asset-division rules — which,
is to look at what they imply for households with of course, presupposes the existence of assets. Since
specific characteristics. According to Statistics asset accumulation increases with household in-
Canada, in 1996, the year in which tBeidelines come, it seems sensible to look at the impact of
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divorce and child-support payments on households We begin by examining how each of the criteria
likely to have important asset8. compare to each other, and then we look at how the
Guidelinesfare in the analysis. First, as noted ear-
In Table 2, we assume that the non-custodial parlier, maintaining the pre-divorce living standard of
ent is the male, and we present the various childthe custodial parent — and hence insulating the chil-
support payments that would be transferred from thedren from the economic cost of divorce — yields
non-custodial parent to the custodial parent for eactby far the largest child-support payment. Second,
of the three household scenarios. Column (1) liststhe criterion next for its generosity to the custodial
the six criteria previously enumerated. The table alschousehold is not clear-cut, depending critically upon
provides the amount of support that would be dic-the income of the custodial parent. As the income
tated by theGuidelines It is important to note that of the custodial parent increases, so too does the
when calculating the support payment we have toaward stemming from criterion (iv) — no implicit
discountthe resulting dollar figures to take account spousal support. Finally, it is interesting to note how
of the fact that the equivalence scales give “grosschild-support awards are sensitive to the distribu-
income” requirements and hence generate paymentson of income within a household. In scenarios 1
gross of taxes and savings. For a household earningnd 2, the household income is the same but the
$65,000, we deflate the resulting figures by 30 per-awards vary dramatically witthoearns the income.
cent to take account of taxes and savings (Statistic¥he starkest difference arises with criterion (iii) —
Canada 1997, p. 5, Table 2). For the household earrequalizing post-divorce standards of living. The non-
ing $100,000, we increase the deflator to 35 percentcustodial parent’s child-support payment drops 47

TABLE 2

Monthly Child-Support Awards: Two Children Under Three Different Household Scenarios

Criterion Scenario 1 Scenario 2 Scenario 3

$40K/$25K $32.5K $65K/35K

Pre-divorce SOL $1,765 $1,327 $2,708
(i)

Pre-divorce expenditures $1,304 $ 867 $2,051
(i)

Equal post-divorce SOL $ 929 $ 492 $1,515
(iii)

Cost-sharing $ 495 $ 492 $ 693
(iv)

No spousal support <$1,021 <$1,327 <$1,327
(v)

Min { (iii), (v) } $ 929 $ 492 $1,327
(vi)

Guidelines $ 579 $ 481 $ 858
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percent when his income falls from $40,000 to ensuring the continuing standard of living of the
$32,500 because the income share falls from 60 pemon-custodial parent than they are at shielding the
cent to 50 percent. children from the consequences of divorce, at least
for the cases analyzed here.
Perhaps the most interesting observation — but
not the most surprising — arises when we compare
the Guidelines’awards with the other awards. The TowArRD MiNIMIZING WELFARE LOSSOF
Guidelinesare never “adequate” according to the CHILDREN PosT-SEPARATION
criteria that we have presented. This result is espe-
cially apparent when judged against the first two Our previous analysis shows that there is often a
criteria. Criterion (iii), which sets the child-support significant gap between the support awards speci-
payment to equalizpostdivorce standards of liv- fied by theGuidelines and the amounts of child
ing, is almost met when both parents have equal insupport that would be required to megty oneof
come. Given that this criterion also provides thethe standards of adequacy that we have examined.
benchmark payment below which the custodial The tension between the primary goal of ensuring
household bears the brunt of the economic cost othat children be awarded protection from the eco-
divorce, it is interesting to note that whenever thenomic consequences of divorce and the goal of car-
parents’ income share is not equal, (eidelines ing for the non-custodial parent is clear. Providing
result in the custodial household bearing the lion’sprotection for children requires that a dramatic pro-
share of the economic cost of divorce. portion of the non-custodial parent’s income be paid
as child support. Especially when the non-custodial
The Guidelinesprovide “reasonable” child- parent is the main wage earner and there is more
support awards in some circumstances. The costthan one child, the amount required can be so high
sharing criterion yields the lowest awards across altthat the standard of living of the non-custodial par-
of the standards presented in Table 2, lower tharent falls below the poverty line. Evenafie were to
those provided by th@uidelinesin two of the three  make the extreme argument that such a situation is
scenarios. This implies that the amounts in thepreferable to the current one in which an important
Guidelinesare more generous to the custodial houseproportion of custodial households live below the pov-
hold and harsher on the non-custodial parent tharerty line, support awards of this magnitude would lead
this criterion would dictate. Further, tiRiidelines’  to widespread default, thus defeating their purpose.
amounts meet the criterion of not providing implicit
spousal support since the amounts given are always Does this then mean that little can be done to
lower than those calculated using criterion (v). How- improve the welfare of children after divorce? If the
ever, they fail to equalize post-divorce standards ofcontribution of non-custodial parents to the welfare
living under the constraint of not providing implicit of their children must be financed solely out of their
spousal support. current income, as is the case under both the former
and new systems of child support in Canada, then
Our criteria of reasonableness and adequacy rethere is indeed reason for pessimism. Post-divorce,
flect the competing goals of caring for the children parental income is simply insufficient to meet the
of divorce and for ensuring that the non-custodialneeds of the children plus the needs of the non-
parent is able to maintain his or her household. Thecustodial parent as well; any attempt to mitigate fur-
awards mandated by thuidelines on balance, ther the economic burden of divorce on children
seem closer to meeting our criteria for reasonablemust necessarily identify financial resourceher
ness than our criteria of adequacy. In this sense, ththan current incomevhich can be directed to the
Guidelines’amounts seem to be more successful atsupport of the children.
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If provisions for support were not merely a func- Guidelines the child-support award is based solely
tion of income, but ofvealthinstead, then we sug- on the non-custodial parent's income of $30,000.
gest that it would be possible to distribute the The payment of $25,000 is not taken into account
economic costs of family breakdown more equita-in determining the ability to pay support. The award
bly, so that children and custodial parents would notwould be $232.71 per month for a single child. In
bear a disproportionate share of the burden, and sthis situation, especially if the custodial parent needs
that the non-custodial parent’s need to maintain a@o borrow to make the payment equalizing the value
household would also be recognized. Child-supportof the assets, the custodial parent is unlikely to be
policies could be re-designed to take account of theable to afford to keep the family home.
disposition of family assets. Changing the basis
for child support from income to wealth would ex-  Family assets could be used to improve the situ-
plicitly recognize that the standard of living of any ation of the custodial household in the following
household is a function not only of its current in- way. Suppose that child-support payments are main-
come, but also of the flow of services from the as-tained at the amount in ti@&uidelines however, also
sets that it has accumulated. Another benefit to thissuppose that the non-custodial parent were directed
approach comes from expanding the set of policyto leave his $25,000 share invested in the family
instruments used to minimize the welfare loss ofhome until the child was independent. By avoiding
children while considering the non-custodial par-the necessity of a loan for the equalization payment
ent's needs. Under a system like tBeidelines  from the custodial to the non-custodial household,
where child support is determined strictly on the this may well make the difference between the cus-
basis of current income, a non-trivial proportion of todial household being able to afford staying in the
an extra dollar earned by non-custodial parents ifamily home and not. The portion of this benefit
transferred to custodial households. This implicit which can be attributed to the non-custodial parent’s
premium added to non-custodial parents’ marginal$25,000 investment in the house can be conserva-
tax rates is apt to discourage non-custodial parentsively estimated at $2,500 annually, or $208.33 per
from activities that could raise their income. By month. This is, broadly speaking, equivalent to pro-
adding assets as a policy instrument, this possiblyiding the custodial household with an extra $208.33
negative effect on non-custodial parents’ incentivesin child support per month, effectively doubling the
to work could be mitigated. amount of child support.

We use an example to illustrate that the welfare Our claim that custodial families could bear a
loss of the children could be significantly attenu- lesser part of the economic burden of divorce if sup-
ated if child-support awards were based on theport were a function ofealthinstead of income
broader concept of wealth rather than income. Conultimately relies on three factors. First, the non-
sider a three-member family with an income of custodial parents’ ability to pay support does not
$50,000: the father earns $30,000, the mother earngnly depend on their income; rather, it depends on
$20,000, and there is one child. The only family the combination of their assets and their income.
asset is a housé,in which the family has $50,000 Second, the welfare loss of children can be attenu-
of equity. Suppose that the mother has custody ofted if children still benefit from the services of the
the child and wishes to keep the family home afterassets to which they had access when the family was
separation. Given that assets are divided equallyntact. Giving children a claim to some part of the
among the former spouses upon divorce, the custofamily’s assets is a way to give them a standard of
dial parent must compensate the non-custodial parkiving that approaches the pre-divorce level. Third,
ent for his or her share in the equity, by making anany system where support is based on current income
equalization payment of $25,000. Under the newdistorts the incentives for non-custodial parents to
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choose income-generating assets; because norstudy has been to evaluate whether or not the
custodial parents cannot lay claim to the entire ben-amounts of support prescribed under the Gaude-
efit from such an investment, they may chooselinesin fact ensure that the non-custodial parent’s
non-income-bearing assets instead, leading to a fueontribution to the ongoing costs of raising children
ture income lower than would otherwise be the caseis adequate.
In sum, recognition of the crucial role that assets
can play makes it possible to reduce the economic The good news from our analysis is that the
impact of divorce on children. Guidelinestypically provide reasonable child sup-
port. The bad news, however, is that the amounts of
Having said all this, determining how wealth support prescribed by tHeuidelinesare not suffi-
should enter into the calculation is not an easy taskcient to meet a number of standards of what consti-
Take the family home, for instance. Arguably, chil- tutes an adequate level of support from the custodial
dren would have the right to the services from thishousehold’s point of view. In particular, under the
home while they are children, but what happens af-Guidelines the proportion of the non-custodial par-
ter they reach the age of majority? Should childrenent’s income directed to child-related expenses typi-
have access to pension plan savings? To the exterlly falls subsequent to divorce. Furthermore, the
that this income would be saved in the same manstandard of living of the custodial household is still
ner irrespective of the presence of children, thensignificantly below that of the non-custodial one in
perhaps they should not be entitled to this assetmost circumstances. Although, as we demonstrate
These and other issues must be addressed before this paper, striving to shield the children from
wealth can be implemented as a basis for child-supthe economic consequences of divorce completely
port payments. Much work needs to be done in thiss but a dream, the economic burden of divorce on
area — which is well beyond the mandate of thisthe children could still be significantly attenuated
current paper. — while taking non-custodial parents’ needs firmly
into account — were the determination of support
payments to take account of family assets as well
ConcLubING REMARKS as parental incomes. By using wealth as a basis for
the support of children, the government would have
The federal government has reformed the currenbne more instrument at its disposal in its fight to
system of determination of child-support awards. reduce child poverty. Such an approach is well worth
Whereas the basis of the former legal system is thénvestigating fully.
notion that both parents should continue to contrib-
ute to the costs of raising their children in propor-
tion to their relative incomes, the new system NOTES

assesses support solely as a function of the non- , ,
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q . o f th ¢ of the SSHRC and the Faculty of Social Sciences and
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!In this paper, we are evaluating fBeidelinesas they  tures whereas the equivalent scales gross up expenses to
now stand. It is thus beyond the mandate of the paper téake account of taxes.
discuss the various options that were available to the 10 ) ) )
Department of Justice and why it chose the approach that In the context of divorce, family assets are split
it did. For a more detailed discussion along those Iinesfequally between the spousgs. Therefore, wheln compar-
see Finnie (1994). ing the welfarg of the cu§t0d|a| and non-custodial houge-
holds, the reliance on income and the corresponding
2The guidelines that apply are the ones in the Act, ex-neglect of non-income-generating assets are less impor-
cept when a province has adopted other similar guide-tant than they might otherwise be.

lines as provincial or territorial legislation. 1 o
The reduction in living standards could, of course,

3The definition of “hardship” is clearly subject to some be attenuated by increasing earned income. However, it
interpretation, as evidenced by the well-publicized casecannot generally be expected that the parents will be able
just decided by the Supreme Court of Canada (16 Septo increase their incomes significantly upon divorce. Fur-
tember 1999) betweeRrancis, the custodial mother of ther, an increase in hours of paid employment imposes
modest means, anBaker, the multi-millionaire non-  an economic cost in terms of reduced time for household
custodial father. After the divorce, Baker's income in- production or leisure.
creased dramatically. Following a lengthy legal battle,
Baker was ordered to pay $10,000 a month in child
support, the amount dictated by tfaiidelinesfor his
income level. This order was recently upheld by the Su-
preme Court of Canada.

2Arguably, equalizing post-divorce standards of liv-
ing is more a standard of “reasonableness” than “ad-
equacy.” Each of these standards is ambiguous regarding
the extent to which child-support awards should be ad-
justed as the circumstances of their parents change. For

“The primary goal of the Family Law Committee was example, if the goal of child-support awards is to main-
the necessity for “adequate and equitable” awards; se¢ain the pre-divorce living standard of children, and the
Canada. DOJ 19%6p. 3. non-custodial parent is, say, a law student with extremely
low annual income, should the award be permanently
based on the relative income shares of both parents at the
time of divorce? Had the couple remained married, the
standard of living of the children would have improved
over time; it could then be argued that if children are to
be protected from the economic consequences of divorce,
6In general, a household ofindividuals requires 1.4 then awards should be adjusted over time in the same

5The 40/30 scale was originally developed by Statis-
tics Canada to establish statistical low-income lines for
households of different sizes. When estimated at differ-
ent income levels, the ratios seem to be relatively stable
See Canada. DOJ (1996

+ 0.3(-2) times the income of a single person. manner.

"The weight of 0.3 means that the third individual re-  °The well-documented fact that custodial families are
quires an additional 30 percent of tirst member's in- ~ @lmost invariably faced with more straightened financial
come or 17.65 percent of thfamily’s income for the  Circumstances than are non-custodial parents is ample

three-member family to be as well-off as a two-memberevidence that this goal has been more often honoured in
household. the breach than in actual practice.

8Strictly speaking, it is the gross-income requirement ~ -[1971] 1 0~R-. 139, 2R.FL. 328 (C.A)atO.R. 134
of each additional household member that is inelastic,Per Kelley J. As cited in Rogerson (1990, p. 58).

rather than after-tax, after-savings expenditures. 150f course, there exist several joint’ goods — like

9t is important to note that the child expenses calcu-housing and cars — WhiQh benefit all members of the
lated using the Family Expenditure Surveys are not im-household, not just the children.
mediately comparable to those estimated using the 16The average tax rate of households with two chil-

equivalence scales not only because they ignore day-cargren earning $66,000 in 1995 was 22 percent, and the
expenses but because they repregdtar-tax expendi- average savings rate was 5.5 percent. See CANSIM series
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award a share greater than 50 percent of the family assets Child in Canada?Technical Report No. TR1991-14a
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