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CONFERENCE REPORT 1

OVERVIEW
by John Lester and Benoit Robidoux

* Drawing on presentations and discussion at the C.D. Howe Institute’s 2026 Workshop on
Strengthening the Federal Evaluation Function, this Conference Report examines why the federal
evaluation function produces too little usable evidence to inform expenditure management. It
combines the workshop proceedings with additional analysis and recommendations from the
authors.

* 'The report finds that the current evaluation framework does not explicitly require value for money
assessments, provides excessive flexibility in how efficiency is assessed, and is constrained by gaps
in data, expertise, and institutional incentives. It recommends making assessments of relevance,
effectiveness, operational efficiency, and value for money mandatory, using clearly specified
methodologies.

* 'The report also recommends broadening evaluation coverage to include spending delivered through
the tax system and new spending proposals, strengthening value for money methodologies and the
use of administrative data, and creating an independent evaluator general to improve the quality and
usefulness of federal program evaluations.

John Lester is a Fellow-in-Residence at the C.D. Howe Institute.
Benoit Robidoux is a former Senior Associate Deputy Minister at Employment and Social Development Canada.
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AGENDA:

C.D. HOWE INSTITUTE CONFERENCE

WORKSHOP ON STRENGTHENING THE FEDERAL
EVALUATION FUNCTION

Wednesday, March 11, 2026

7 Bayview Station Rd, Ottawa, ON

9:30 am — 9:40 am Opening Remarks:

Karen Myers, President and CEO, Blueprint

9:45 am — 10:45 am Session 1: Value for money evaluations

Moderator:
Steve Montague, President, Performance Management Network

Speakers:
“The importance of value for money evaluations” Andres Velez-Guerra, Executive
Director, Results Division, Treasury Board Secretariat

“Performing value for money evaluations: an overview” John Lester, Fellow-in-Residence,
C.D. Howe Institute

10:45 am — 11:00 am Break & Refreshments

11:00 am — 12:00 pm Session 2: Applying benefit-cost analysis

Moderator:
Max Palamar, Vice President, Data Capacity and Analytics, Blueprint

Speakers:
“Application to regulatory initiatives” Timothy Folkins, Expert Advisor, Centre of
Regulatory Expertise, Treasury Board Secretariat

“Application to active labour market programs” Jéréme Mercier, Director, General
Evaluation, Employment and Social Development Canada

12:00 pm —1:00 pm Working Lunch
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AGENDA:

C.D. HOWE INSTITUTE CONFERENCE

WORKSHOP ON STRENGTHENING THE FEDERAL
EVALUATION FUNCTION

Wednesday, March 11, 2026

7 Bayview Station Rd, Ottawa, ON

1:10 pm - 2:40 pm Session 3: A new framework for evaluating government programs and policies

Moderator:
Colin Busby, Director, Policy Engagement C.D. Howe Institute

Speakers:

“Key concepts: The marginal cost and marginal value of public funds” Bev Dahlby,
Research Fellow, School of Public Policy, Calgary

“Lessons from the marginal value of public funds approach to measuring the welfare
impacts of government policy changes” Nathan Hendren, Professor of Economics, MIT

2:40 pm —2:50 pm Break & Refreshments

2:50 pm — 3:50 pm Session 4: Strengthening the evaluation function

Moderator:
Christopher Lawson, Senior Development Officer, C.D. Howe Institute

Speakers:
“Effective use of administrative data in evaluations” Karen Myers, President and CEO

and Max Palamar, Vice President, Data Capacity and Analytics, Blueprint

“The State of the federal evaluation function and how to strengthen it” Benoit Robidoux,
Former Senior Associate Deputy Minister, Employment and Social Development Canada

3:50 pm — 4:00 pm Concluding remarks

John Lester, Fellow-in-Residence, C.D. Howe Institute

4:00 pm - 5:30 pm Reception

Trusted Policy Intelligence | Conseils de politiques dignes de confiance
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RAPPORTEURS REPORT
By John Lester and Benoit Robidoux

INTRODUCTION

'This Conference Report summarizes the
presentations and discussion at the C.D. Howe
Institute’s Workshop on Strengthening the Federal
Evaluation Function on March 11, 2026, with
additional analysis and recommendations from the
authors. The workshop was motivated by a growing
mismatch between mounting fiscal pressures and
the limited evaluation evidence available to guide
tederal spending decisions.

As the federal government ramps up defence
and defence-related spending to 5 percent of GDP
over the next decade, non-defence spending will
have to be scaled back considerably to avoid tax
increases or higher debt. Making sensible choices
about which programs to target requires robust
value for money evidence on program spending.
Unfortunately, such evidence is lacking. Despite
allocating substantial resources to assessing program
spending, few federal evaluations can meaningfully
guide spending decisions.

'The main reason for this gap is that the current
evaluation policy does not explicitly require
value for money assessments. Programs must be
evaluated for efficiency, which opens the door to
value for money assessments, but evaluators have
substantial flexibility in how this is done. With
limited central direction, few evaluators choose
to assess program efficiency through a value for
money lens and, therefore, have not developed data
systems and expertise to perform such assessments.
Risk aversion — the reluctance to draw attention to
programs that are not performing well — also plays
a role. Making value for money evaluations a core
evaluation requirement would provide the impetus
to develop specialized talent and data over time
required to build an effective evaluation framework.

Creating an evaluator general position with a
mandate to help build departmental evaluation

capacity, and to undertake value for money
evaluations while departments are building capacity,
would help the evaluation function reach its full
potential more quickly. Capacity development could
also be accelerated by emulating the high-quality
evaluations of labour market training programs
performed at Employment and Social Development
Canada (ESDC), and the benefit-cost analysis
of regulatory initiatives performed in several
departments.

A key feature of the ESDC evaluations of
active labour market programs is that they capture
the social cost of raising taxes to finance program
spending. Raising an extra dollar in tax revenue
not only reduces private-sector disposable income
but also hurts economic performance by reducing
incentives to work, save, and invest. The social cost
of raising taxes, usually described as the marginal
cost of public funds, is certainly offset by higher
spending by program beneficiaries. But there
will always be a direct social cost from a “tax and
spend” operation because money is transferred from
taxpayers to program beneficiaries in a leaky bucket.
As discussed below, on average, around 35 to 75
percent of the transfer could be lost as the tax base
shrinks due to lower efficiency and tax avoidance.

Evaluators should assess value for money using
benefit-cost analysis when both benefits and costs
can be expressed in dollar terms, and they should
use the ratio of costs to a measure of program
outcome when the benefits cannot be monetized.
Benefit-cost analysis allows programs to be ranked
by their net social benefit measured in dollars, but
when comparing programs that differ in size, it is
useful to calculate benefit-cost ratios to determine
benefits per dollar of costs incurred. Cost-
effectiveness ratios can be used to rank programs
with similar objectives or to compare them to a
benchmark. When neither benefits nor all costs
can be monetized, evaluators should undertake
qualitative benefit-cost analyses. A qualitative
analysis should also be performed if neither
cost-effectiveness ratios for similar programs nor
benchmarks are available for comparison purposes.
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While benefit-cost ratios are typically used
to compare the “bang for the buck” of programs,
the denominator of the ratio is the social cost of
the program instead of its fiscal cost, which is of
particular interest to policymakers. Comparing a
program’s net social benefit with its net fiscal cost,
described as the marginal value of public funds
(MVPF),! gives policymakers a better measure of
how the marginal dollar of tax revenue should be
spent. In this alternative approach, the cut-off point
for a viable program occurs when the marginal
value of the program equals the marginal cost of
public funds.

'This alternative approach should be part of
all value for money evaluations of government
programs. The additional information would
enhance program comparability and strengthen the
methodological base of evaluations.

While performing more and better value for
money evaluations is important to strengthening
the evaluation function, structural changes are also
required. In addition to appointing an evaluator
general, a stronger evaluation function would result
from:

* Broadening coverage of the evaluation policy
to include spending programs authorized
through the Income Tux Act, which include
the Canada Child Benefit and refundable tax
credits, and tax measures that are functionally
equivalent to program spending, such as non-
refundable investment tax credits.

* Extending the evaluation framework to
the program approval stage by including a
simplified value for money test in the process.

*  Freeing up resources by moving away from
a rigid five-year cycle toward a more flexible
approach when high-quality evaluations exist

and programs have not materially changed.

Ottawa describes its overall expenditure
management system as “designed to ensure that
all programs are focused on results, provide value
for taxpayers’ money and are aligned with the
government’s priorities and responsibilities.”
Making value for money evaluations of programs
mandatory while allowing time to build capacity,
appointing an evaluator general, and broadening the
scope of the evaluation policy would be big steps
toward making this worthy goal a reality.

Both authors presented at the workshop. In
preparing this report, they refined their analysis
and recommendations and added material that
complements the other presentations (see Agenda).

THE FEDERAL EVALUATION
POLICY FRAMEWORK

'The federal government’s Expenditure Management
System is designed to ensure that all new and
existing programs are focused on results, provide
value for taxpayers’ money, and are aligned with the
government’s priorities and responsibilities.? Within
that system, the Treasury Board Policy on Results
(2016) and Directive on Results (2016), including
the Mandatory Procedures for Evaluation and the
Standards on Evaluation, are the foundation of the
tederal evaluation framework.

'The key requirements of the evaluation policy
framework are:

* Grant and contribution programs with an
average yearly budget of at least $5 million
must be evaluated every five years and the
results made public.

Al other programs, excluding those
authorized through the Income Tax Act,* must

E Policy Impacts. 2026. “What Is the MVPF?” https://policyimpacts.org/mvpf-explained/what-is-the-mvpf/.

2 Treasury Board of Canada Secretariat. 2025. “Expenditure Management System.” July 21. https://www.canada.ca/en/

treasury-board-secretariat/services/planned-government-spending/expenditure-management-system.html.
3 'These programs include the Canada Child Benefit and refundable tax credits, both of which are included in program spending.


https://policyimpacts.org/mvpf-explained/what-is-the-mvpf/
https://www.canada.ca/en/treasury-board-secretariat/services/planned-government-spending/expenditure-management-system.html
https://www.canada.ca/en/treasury-board-secretariat/services/planned-government-spending/expenditure-management-system.html

“ C.D. HOWE INSTITUTE

be evaluated periodically and the results
made public.

Programs must be evaluated for relevance,
effectiveness, and efficiency. Depending on user
needs, however, evaluations can also examine
other themes and issues, including alternative
interventions.

Programs are broadly defined to cover all
program spending identified in budget documents,
except for spending authorized under the Income
Tax Act, which, as discussed later, accounts for
about 10 percent of program expenditures. Selected
definitions used in the evaluation policy framework
are presented in Box 1.

Neither the Policy nor the Directive mention

value for money, which is surprising given the
stated objectives of the government’s expenditure
management system. However, a supporting
document (Treasury Board of Canada Secretariat
2013) sets out the requirement to perform value for
money assessments. Value for money is generally
understood to require that the benefits of a program
exceed its costs. A more nuanced interpretation is
needed when program benefits cannot be expressed
in dollar terms. In this case, value for money can
only be assessed relatively using cost-eftectiveness
analysis, which compares the social costs of the
program to a non-monetary measure of its outcome.
Workshop presenter Andres Velez-Guerra

emphasized that achieving value for money within

Box 1: Selected Operational Definitions Used in the Evaluation Policy Framework

Programs include spending on programs, services provided directly to the public, and internal
services. Summed across departments, they correspond to program spending as reported in budget

documents.

Relevance is the extent to which a program addresses and is responsive to a demonstrable need and

may also consider if a program is a government priority or a federal responsibility.

Effectiveness is the impact of a program, or the extent to which it achieves expected outcomes.

Efficiency has two components: operational and allocative. Operational efficiency compares resource
utilization to program deliverables (outputs). Typical summary indicators are program benefits
in dollars or clients served relative to the direct and indirect costs of delivering these outputs.

Allocative efficiency compares resource utilization with the economic and social impacts of programs

(outcomes), typically using benefit-cost or cost-effectiveness analyses.

Economy pertains to the extent to which resource use has been minimized in the implementation

and delivery of programs.

Value for money is achieved when a program is relevant, efficient, and effective.

Benefit-cost analysis assesses the benefits a program provides to society and compares them with
its social costs. Benefits and costs are expressed in dollar amounts.

Cost-effectiveness analysis compares a non-monetary measure of program outcome to the
social costs of the program. A cost-effectiveness ratio can be used to assess similar programs or be

compared against a benchmark.

'The federal evaluation system departs from the typical economic literature, in which efficiency
is generally defined as operational efficiency and value for money requires that a program pass a
benefit-cost test or demonstrate cost-effectiveness relative to other similar programs or a benchmark.
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the federal evaluation framework means something
broader. To demonstrate value for money, a program
must be relevant, effective, efficient, and pass a
benefit-cost test or be cost-effective. To simplify the
discussion in this report, we assume that programs
provide value for money when they pass a benefit-
cost test or demonstrate cost-effectiveness.

A SHORTAGE OF VALUE FOR
MONEY EVALUATIONS

Velez-Guerra made the point that value for money
has always mattered, but attention to it comes in
waves. Interest in value for money assessments
comes to the forefront during periods of fiscal
pressure, and Canada is clearly in such a period
now. Unfortunately, the supply of value for money
evaluations lags demand for them.

Most evaluations address implementation
rather than results or outcome issues (Nordstrom
2026). Further, most outcome-oriented evaluations
focus on how program beneficiaries are affected
— generally without carefully identifying the
program’s contribution to these outcomes — rather
than whether programs provide value for money.
Lester (2024) reviews 48 evaluations prepared
from 2020 to 2024 in eight departments and finds
that only four went beyond assessing impacts on
program beneficiaries to examine whether they
provided value for taxpayers’ money. Three of these
evaluations applied a formal benefit-cost analysis.
About 70 percent of the programs reviewed had
well-defined economic objectives, making a value
for money assessment based on benefit-cost analysis
teasible.

In discussing why there are so few value for
money evaluations, Benoit Robidoux emphasized
data limitations and the excessive flexibility of
evaluation requirements. Velez-Guerra broadened

concerns about data to include the availability of
the talent required to perform value for money
evaluations. He also drew attention to risk aversion
as a contributing factor, a concern shared by John
Lester.

Effective evaluation to inform expenditure
management decisions requires clear program
objectives and the availability of high-quality,
usable administrative and economic data. While
the Directive on Results requires departments
and agencies to identify output (deliverables)
and outcome (results or impact) indicators for
their programs, Robidoux explained that these
are not always coherent and standardized, and
data collection to support program performance
measurement and evaluation remains a challenge
in many departments.* According to the Directive,
program managers are responsible for ensuring
appropriate data are available to evaluate programs.
A better approach would be to make data
development a joint responsibility of program
managers and evaluators, and to require deputy
heads to ensure this responsibility has been fulfilled.

Further, collecting administrative data on
program participants is necessary but not usually
sufficient (Frenette et al. 2025). Information
on non-participants is required to assess the
contribution of the program to changes in outcomes
for participants and to determine whether the
program was well-targeted. In addition, a sound
evaluation may require following program
participants before program implementation and
after the program has ended.

Velez-Guerra noted that, in addition to having
the right data, performing strong efficiency
evaluations requires the right set of skills.
Evaluators need analytical judgment combined
with the ability to translate technical information
into clear, actionable insights for non-technical

Bourgeois and Maltais (2023) review 41 reports of neutral assessment of evaluation functions from 28 federal organizations

published between 2013 and 2020 and conclude that “the integration of performance measurement in evaluation activities

is an ongoing challenge” (365).
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audiences. Evaluators do not need to be experts in
everything, but evaluation teams need the right mix
of competencies. They should have complementary
expertise in costing, efficiency, impact analysis,
cultural competency, and partner engagement.

Robidoux highlighted the excessive flexibility
of the evaluation policy as a key obstacle to
performing more value for money evaluations.
While programs must be assessed for relevance,
efficiency, and effectiveness, departments may “go
around” these requirements given the plethora of
options for meeting them. The evaluation policy
framework proposes 16 approaches to measure
efficiency or economy — many qualitative — and
notes “that these represent only a small sample of
approaches that evaluators may wish to adopt in
assessing efficiency or economy.”

Value for money evaluations fall under the
allocative efficiency category, which can be assessed
using benefit-cost, cost-effectiveness, and cost-
utility analysis. However, cost-utility analysis may
be applied in ways that do not provide value for
money information. Cost-utility analysis is a special
form of cost-effectiveness analysis that “compares
the utility of a program (i.e., the worth, value,
merit of, or degree of satisfaction with program
outcomes, usually as defined from the perspective
of beneficiaries) in light of the costs” (Treasury
Board of Canada Secretariat 2013). This definition
allows the use of utility measures based on program
outputs (deliverables) rather than program
outcomes (results). Consider a business subsidy
with the expected outcome of improving economic
performance. A necessary but not sufficient

condition for this to occur is a positive response

of the beneficiaries to the subsidy. As a result,
performing a cost-utility analysis by calculating the
cost per job created by the subsidy would satisty the
formal requirement to assess efficiency, but would
not address value for money in a meaningful way. In
contrast, benefit-cost and cost-effectiveness analyses
compare program outcomes with the social costs of
the program.

In summary, allowing some flexibility in how
evaluations are performed is necessary, but too
much flexibility, particularly when combined with
limited central direction, allows evaluators to avoid
doing the hard work required to prepare well-
defined value for money assessments of programs.

Velez-Guerra also drew attention to risk
aversion as a possible reason for the shortage of
value for money evaluations. Not all programs
will demonstrate value for money, and there
is reluctance to draw public attention to such
findings. Mayne (2018) makes the point that it is
not reasonable to expect departmental evaluators
to question the existence of programs that have
been endorsed by their minister. At the workshop,
Lester speculated that political support may not be
available for making value for money evaluations
mandatory. We are now at a zenith of political
interest in value for money evaluations, but there
may be less interest when the pressure to cut or
reallocate spending is less intense. Ministers may
not have an appetite for exposing the weaknesses of
programs the government has championed.

However, the treatment of regulatory initiatives
offers hope that risk aversion can be overcome.

'These 16 approaches include three allocative efficiency evaluations: cost-effectiveness, cost-benefit analysis, and cost-utility

analysis. They also include seven operational efficiency evaluations (benchmarking, planned to actual cost comparison and

analysis/expenditure tracking and analysis, business process mapping and analysis, fidelity assessment/testing theory of

implementation, optimization analysis/expert opinion, participatory appraisal, and comparison with alternative program

models/comparative cost per output), and four economic analysis evaluations (benchmarking, planned to actual input

cost comparison, comparative cost per input, and optimization analysis/expert opinion). Cost-feasibility analysis and

cost-minimization analysis are also noted as other possible approaches to assess efficiency. See Treasury Board of Canada

Secretariat (2013) for more details.
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As discussed by Timothy Folkins, the federal
government has successfully enforced the
requirement that proposed regulations must pass

a benefit-cost test before implementation. This
precedent supports our recommendations, discussed
in the next section, that spending proposals be
required to pass a simplified value for money
assessment prior to approval and that existing
programs be rigorously assessed through a value for
money lens.

In an exchange after the meeting, Karen Myers
noted that building durable demand for value for
money evaluations depends on using evidence
earlier and more systematically across the policy
cycle. This involves defining the problem, designing
the right mix of interventions, and adapting in real
time, so that leaders actually call for and act on the
evidence produced.® This points to another way to
reduce risk aversion by ministers.

INCREASING THE SUPPLY
OF VALUE FOR MONEY
EVALUATIONS

Given the diversity and complexity of government
programming, allowing flexibility in evaluation
approaches is good policy. However, this flexibility
should be available only when mandatory evaluation
requirements have been fulfilled. We recommend
that the Policy on Results make value for money
evaluations a mandatory requirement, replacing
allocative efficiency and economy, while clarifying
what is expected from each pillar of the framework
(Box 2).

‘These mandatory evaluations should apply only
to programs and spending above a threshold size.
Currently, grant and contribution programs with
a budget greater than $5 million are subject to the
evaluation policy. However, since value for money

Box 2: Resetting and Clarifying the Evaluation Criteria

'The Updated Policy on Results would make it mandatory for departments to assess programs
for relevance, effectiveness, operational efficiency, and value for money, using clearly specified

methodologies.

If departments cannot perform these assessments, they would have to submit a plan for developing
the capacity to do so within 10 years. Departments would have flexibility in the timing and
frequency of evaluations if programs have not substantially changed since these assessments have
been performed. Evaluation reports and plans would continue to be publicly available.

Relevance, effectiveness, and operational efficiency would have the same meanings as under the
current policy. However, operational efficiency would have to be assessed by comparing program

outputs to program delivery costs.

Value for money would be assessed by applying benefit-cost analysis when both benefits and costs
can be monetized or cost-effectiveness analysis when benefits cannot be monetized. If neither
benefits nor all costs can be monetized, evaluators should perform a qualitative benefit-cost analysis.
A qualitative analysis should also be performed if neither cost-effectiveness ratios for similar
programs nor benchmarks are available for comparison purposes.

A qualitative benefit-cost analysis would include any quantitative social benefits and costs
available, as well as all substantial socio-economic benefits, costs, and risks that can be identified but

not quantified.

For additional detail, see the report on Blueprint’s Better Evidence conference by Myers and Schmidt (2024).
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assessments can be expensive to conduct and the
$5-million threshold has not been updated since the
introduction of the Policy on Results in 2016, the
value threshold triggering a mandatory assessment
should be higher, in the range of $10 to $15 million.

Value for money assessments would include the
direct and indirect costs of delivering a program in
the calculation of social costs. However, value for
money assessments of programs do not necessarily
examine how efliciently programs are delivered,
so a separate operational efficiency assessment of
delivery costs may be required. Further, program-
level assessments of delivery costs should be
supplemented by department-level value for money
and operational efficiency assessments of internal
services (e.g., policy development and analysis,
human resources, I'T, and corporate services), most
of which support program delivery.

Operational efficiency assessments would
compare program outputs, measured in monetary
or non-monetary terms, with direct and indirect
program costs.” In many cases, calculating a cost-
output ratio will provide a useful perspective on
public sector productivity. However, this link could
be strengthened, as discussed below, by including
output-input ratios.

Concern is frequently expressed that not all
programs can be assessed through a value for money
lens. This is a legitimate concern, but the number
of programs that are “out of scope” is small. As
discussed in more detail below, benefit-cost analysis
can be applied when both benefits and costs can
be expressed in dollar amounts, which, based on
experience with regulatory benefit-cost analysis, is
possible for a surprisingly wide range of activities.
When benefits cannot be expressed in dollar

the program) with the social costs of the program.

amounts, cost-effectiveness ratios can be calculated.
However, cost-effectiveness ratios are less useful
when they cannot be compared to similar programs
or benchmarks. Further, cost-effectiveness ratios
cannot be calculated when neither the benefits

nor all costs of a program can be quantified in any
way. In these two cases, a qualitative benefit-cost
analysis should be performed. This is likely to apply
to many international assistance programs due

to data limitations,® and to internal services and
services provided directly to the public. Even when
the benefit-cost analysis is purely qualitative, simply
setting out the framework helps structure policy
deliberations (World Bank 2026, 45-6).

Even when it is possible to undertake a benefit-
cost analysis or to calculate useful cost-effectiveness
ratios, in many cases they will not provide sufficient
information to support decision-making. Assessing
programs that address fairness issues such as income
redistribution, reconciliation, and social trust is
inherently subjective. Evaluators must therefore
provide a thorough analysis of program impacts
on fairness goals to complement the value for
money perspective so that policymakers can weigh
all the evidence when making decisions. Blending
quantitative and qualitative analysis can help
policymakers assess the trade-off between economic
performance and fairness.

Robidoux also recommended creating an
evaluator general position with a mandate to
help build departmental evaluation capacity and
to undertake value for money evaluations while
departments are building capacity. This would help
the evaluation function reach its full potential more
quickly. The evaluator general would also exercise
a challenge function with respect to departmental

This contrasts with cost-effectiveness evaluations which compare program outcomes (the economic and social impacts of

Global Affairs Canada evaluates development assistance using 13 evaluation criteria developed by the Organisation for

Economic Development and Cooperation (OECD 2019). One of the evaluation criteria is efficiency, but recent evaluations

address operational efficiency only. Global Affairs Canada could also decide to prioritize supporting programs in foreign

countries that have been subject to benefit-cost analyses.
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evaluations and undertake horizontal evaluations.
Performing high-quality value for money
evaluations requires detailed information on
program participants that can be linked to other
economic and social data. It also requires skilled
evaluators able to use these datasets to determine
the incremental impacts on program beneficiaries.
Fortunately, Statistics Canada is willing and
equipped to assist departments in this work.
Frenette et al. (2025) explain how linked datasets
can be developed and illustrate the approach with
a first application to the Canada Summer Job
program. Drabo et al. (2026) provide a detailed
review of contemporary methods for identifying the
incremental impacts of programs serving businesses
and illustrate them with an assessment of advisory
services, loans, and grants to small and medium-
sized enterprises provided by Crown corporations
such as the Business Development Bank of
Canada. Blueprint, in collaboration with the Future
Skills Centre and ESDC through the Results for
Canada initiative, is laying the foundation for a
standardized, efficient, privacy-protected evidence
system that could be used by all evaluators.

ADVICE ON PERFORMING
VALUE FOR MONEY
EVALUATIONS

Increasing capacity to perform value for money
evaluations requires evaluators to have a firm
understanding of the methodology. Lester provided
an overview of the methodology while Jérome
Mercier and Folkins discussed practical examples.
Myers and Max Palamar discussed how to make
better use of administrative data to improve

both the quantity and quality of value for money
evaluations.

In his overview of methodological issues, Lester
emphasized that value for money evaluations should
assume that programs are financed by higher taxes.
Although most existing spending is financed by
taxes, debt financing has played a substantial role
in funding new federal spending in recent years.

However, to prevent an unsustainable rise in debt,
the federal government will eventually have to raise
taxes to finance debt interest payments. An increase
in debt-financed spending therefore implies an
increase in taxes, now or in the future. With this
financing assumption, the income received by
program beneficiaries is offset by an income loss

to the taxpayers providing the financing. If lump
sum taxes were available, these two effects would
offset each other, allowing the government to
transfer income within the population without any
consequences for economic performance.

However, the taxes available to governments
harm economic performance by adversely affecting
incentives to work, save, and invest. As a result,
all value for money assessments should show
the benefit generated by the amount spent on
the program and the two costs associated with
financing this spending: the income lost to higher
taxation and the loss in economic efficiency arising
from higher tax rates. The sum of these two costs
is usually described as the marginal cost of public
funds (MCPF), because it measures the social cost
of raising an additional dollar in tax revenue.

'These costs can be substantial. For individual
taxes, MCPF estimates range from 1.13 for
consumer taxes such as the GST to 2.86 for the
tederal personal income tax, which means raising
a dollar in taxation could cause up to $1.86 in
economic damage. Estimates for the MCPF are
discussed in Box 3. Bev Dahlby made the point
that the value used for the MCPF when evaluating
tederal programs should reflect the tax rates that
governments have recently increased to finance
spending. He recommends using a value of 1.75.

Considered in isolation, the MCPF will exceed
benefits by the loss in efficiency caused by higher
tax rates. However, programs typically aftect the
level of economic activity and hence tax revenues.
For example, infrastructure investment can increase
the productive capacity of the economy, leading to
increases in tax revenues. It is important to calculate
the induced effects on tax revenue, which can be
negative or positive, because the program’s net fiscal
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Box 3: Empirical Estimates of the Marginal Cost of Public Funds

'The marginal cost of public funds (MCPF) measures the loss sustained by the private sector when
the government raises taxes by one dollar. The MCPF includes the dollar lost to taxation and the

economic damage caused by higher tax rates through their impacts on incentives to work, save, and
invest.

Dahlby and Ferede (2022) estimate MCPFs for federal personal and corporate income taxes
developed from an econometric assessment of the relationship between tax bases and tax rates

over an extended historical period. With this approach, their estimates include the impact of tax
avoidance and evasion on revenues. The corporate income tax MCPF declined dramatically from
the mid-1990s to 2004 as the federal tax rate fell substantially. The corporate income tax MCPF
declined further from 2004 to 2020, when it reached 2.02. In contrast, personal income tax rates
and hence the MCPF have been relatively stable since 1990, although the MCPF has edged up
since 2014, reaching 2.86 in 2020. The weighted average MCPF for these two taxes is 2.21. Dahlby
and Ferede also found the MCPFs for provincial sales taxes are lower than those for the provincial
personal and corporate income taxes, suggesting that the federal GST also has a lower MCPF.

'The only other empirical estimates available find lower tax distortions. Baylor and Beauséjour (2004)
use a dynamic computable general equilibrium model to estimate the economic damage caused by
personal and corporate income taxes, payroll taxes, and consumption taxes. Separate estimates for
investment income and all other personal income taxes are provided. Personal investment income
taxes cause the most damage (MCPF of 2.30) while consumption taxes cause the least damage
(MCPF of 1.13). The MCPFs of other personal income and corporate income taxes have MCPFs
of 1.32 and 1.37, respectively. Using 2024 tax shares, the weighted average MCPF is 1.35.*

'These estimates are based on the empirical evidence available in the early 2000s on how taxes affect
incentives to work, save, and invest, and on average tax rates over the 1996-98 period. Using more
recent empirical work could increase or decrease them. On the other hand, the corporate income
tax rate used in the model, 32.2 percent, is substantially higher than the 26 percent observed in
recent years, implying the MCPF for corporate income taxes is overstated. Finally, the Baylor-
Beauséjour estimates do not include the impact of tax avoidance and evasion, which causes them to

underestimate the MCPFs.

Given the offsetting influences on the Baylor-Beauséjour estimates, they provide a reasonable lower
bound on the aggregate MCPF, while the Dahlby-Ferede estimate for the combined personal and
corporate income tax are a useful upper bound. Dahlby’s recommendation to use an MCPF of 1.75
falls, coincidentally, approximately midway between the proposed lower and upper limits for the

MCPE.

a. The tax revenue from personal investment income was calculated by the authors.

cost determines the amount of revenue that must complying with program requirements should also
be raised using distortionary taxation. The net fiscal ~ be included in all value for money assessments.
cost is reflected in the denominator of the MVPE,a  These compliance costs reduce well-being because
concept discussed below. the resources used could have been deployed

'The cost of applying for program benefits and elsewhere to produce valued output. They can be a
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substantial fraction of benefits received under some
programs. For example, recipients of the refundable
Scientific Research and Experimental Development
(SR&ED) tax credit incur compliance costs
amounting to 12.5 percent of benefits received
(Lester 2024b).

Other benefits and costs that should be included
in a value for money assessment vary with the
purpose and type of program. Business subsidies
always cause an efficiency loss because they
override market prices. If prices reflect all costs
of production, they will allocate resources to their
most efficient use. With this assumption, when
capital and labour are deployed difterently because
of a subsidy, they will produce less output in their
new location.

Yet, in some cases market prices do not reflect all
costs, and correcting these market failures improves
well-being:’

* Pollution and greenhouse gases are often
byproducts of a production process, but their
cost — a negative spillover or externality — is
not included in output prices, so putting
a price on pollution or greenhouse gas
emissions, or subsidizing clean production,
results in a social benefit.

* 'There is a positive spillover associated with
R&D. Some of the knowledge created
through R&D leaks out or spills over
to other firms, allowing them to benefit
from the subsidy-induced R&D without
performing it themselves. This social benefit
is not reflected in the price of R&D, so a
subsidy raises well-being.

*  Financial assistance to individuals to pay
for skills development addresses at least

two market failures. First, risk aversion may
cause individuals to value potential future
earnings improvements too little relative to
the upfront costs of training. Second, even
if training is viewed as a good investment,
individuals may not have sufficient financial
resources to undertake it and may not have
adequate access to credit either.

* Loan guarantee programs address a credit
market failure: in a competitive loan market,
lenders cannot recover the cost of assessing
higher-risk loans, so they deny credit to
higher-risk borrowers instead of pricing all
loans to risk. A loan guarantee program that
allows lenders to recover the cost of assessing
higher-risk borrowers would increase lending
and well-being.

In some cases, a business subsidy will attract
incremental foreign investment, thereby expanding
the productive capacity of the economy. Electric
vehicle battery plant subsidies are a case in point;
however, the benefit to Canada from a higher stock
of foreign-owned capital is limited to the corporate
income tax collected because the after-tax profits
are paid to the foreign owners, not Canadians.
There will also be upward pressure on wages since
the demand for labour will rise without any increase
in supply.’® A loan guarantee program could have a
similar impact. Incremental loans resulting from the
program will be directly or indirectly financed by
foreign investors.

On the cost side, evaluators should consider how
a program aftects the behaviour of beneficiaries.

For example, an income redistribution program
may reduce the labour supply of recipients, which
represents a social cost. Similarly, some participants

?  Note that correcting the market failure does not eliminate the efficiency loss caused by redeploying capital and labour. This

is easiest to see for a clean production subsidy, which causes a reduction in measured output offset by an increase in well-

being from lower pollution/emissions that is not included in measured output.

10 Assuming unemployment is structural rather than cyclical and that the effect of higher wages on the labour force

participation rate is small enough to ignore.
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in training programs may leave paid employment to
enrol in training programs, while others may already
be unemployed when they enrol.

Evaluators should also consider the possibility
that some of the business subsidy will be transferred
to non-residents, which reduces the benefits to
Canadians. A subsidy that reduces costs will result
in some combination of lower prices and higher
profits. If subsidized firms sell some or all their
output on foreign markets, part of the subsidy will
be transferred to non-residents. If some subsidized
firms are foreign-owned, the increase in after-tax
profits will accrue to foreigners. Consider a subsidy
for a foreign-owned electric vehicle battery plant
that exports 90 percent of its output. Almost all
the subsidy would be transferred to non-residents,
with only the corporate income tax paid accruing to
Canadians.

An important conclusion from the preceding
analysis is that transfer programs must address a
market failure or succeed in attracting incremental
foreign investment to pass a benefit-cost test. The
direct impact of the “tax and spend” component of
the subsidy is negative because of the economic cost
of raising taxes. Compliance costs and the efficiency
loss from overriding market prices drive the net
benefit further into negative territory. Benefits
arise only from correcting market failures and
encouraging incremental foreign investment.

COST-EFFECTIVENESS ANALYSIS

'The discussion so far has not distinguished between
applying benefit-cost or cost-effectiveness analysis
when assessing value for money. Benefit-cost
analysis is most easily applied to economically
oriented programs, since all benefits and costs can
be expressed in dollar terms. However, experience
with benefit-cost analysis of federal regulations
demonstrates that the approach can be successfully
applied to a wide range of activities. For example,
Folkins discussed benefit-cost analyses of minimum
performance standards for products that consume
energy' and mandatory labelling of food containing
nutrients raising public health concerns.

Cost-effectiveness analysis is a variant of benefit-
cost analysis that is used when some or all benefits
cannot easily be expressed in monetary terms, but
most costs can be monetized. In this approach,
the costs, as would be estimated in a benefit-cost
analysis, are expressed as a ratio to some non-
monetary outcome measure. These ratios can be
used to compare programs with similar objectives or
against a benchmark.

'This approach is a useful way to assess income
redistribution programs because the benefits of
redistributing income are subjective and cannot
easily be expressed in dollar terms. In this case,
the social costs of transferring income could be
compared to a measure of the amount of income
redistribution achieved. Programs affecting the
same group can be objectively ranked with cost-
effectiveness ratios, allowing decision makers to use
this information to allocate funding across similar
programs. However, cost-effectiveness ratios will
not provide sufficient information for policymakers,

T See: Canada. 2025. “Regulations Amending the Energy Efficiency Regulations, 2016 (Amendment 18): SOR/2025-110.”
Canada Gazette, Part 11, 159(8). https://gazette.gc.ca/rp-pr/p2/2025/2025-04-09/html/sor-dors110-eng.html.

12 See: Canada. 2022. “Regulations Amending the Food and Drug Regulations (Nutrition Symbols, Other Labelling
Provisions, Vitamin D and Hydrogenated Fats or Oils): SOR/2022-168.” Canada Gazette, Part 11, 156(15). Another
example is the Regulatory Impact Analysis Statement on foreign influence transparency and accountability. See: Canada.

2026. “Foreign Influence Transparency and Accountability Regulations.” Canada Gazette, Part 1, 160(1). https://gazette.

gc.ca/rp-pr/p1/2026/2026-01-03/html/regl-eng.html.



https://gazette.gc.ca/rp-pr/p2/2025/2025-04-09/html/sor-dors110-eng.html
https://gazette.gc.ca/rp-pr/p1/2026/2026-01-03/html/reg1-eng.html
https://gazette.gc.ca/rp-pr/p1/2026/2026-01-03/html/reg1-eng.html
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who will also want detailed information on program
recipients, including an analysis of the relative
income of program recipients and the impact of
redistribution programs on their relative position.

Cost-eftectiveness analysis should also be applied
to health protection and promotion measures,
where outcomes are usually measured in terms of
quality-adjusted life years. These outcome measures
are subjectively determined, or utility-based, so this
type of cost-effectiveness analysis is often described
as cost-utility analysis.

Initiatives intended to reduce greenhouse gas
emissions can be assessed using benefit-cost or
cost-effectiveness analysis. Benefit-cost analysis is
appropriate if evaluators are willing to put a price
on emissions."® Using the global price, or social cost,
of emissions implicitly includes benefits accruing to
non-Canadians in the analysis. This can be avoided
by calculating cost-effectiveness ratios with the
reduction in emissions achieved in the denominator.
‘These ratios can be compared to inform decisions on
where to allocate funding to reduce emissions at the
lowest cost, but the decision on how much funding
to allocate to emissions reduction is subjective.

Comparing programs is more straightforward
with benefit-cost analysis since the net benefit
is expressed in dollar terms. However, when
programs differ in size, the net benefit should
be supplemented with a benefit-cost ratio to get
a perspective on where to spend the marginal
program dollar. This ratio has some limitations
for comparing programs, and this prompted
Nathan Hendren, an economics professor at the
Massachusetts Institute of Technology and co-
founder of Policy Impacts, to develop an alternative
that makes it much easier to compare programs in
a way that interests policymakers (Hendren and
Sprung-Keyser 2020). This alternative approach,
as well as comments on it by Dahlby, are discussed
below.

13

emissions.

Applying Benefit-Cost Analysis: Evaluating a
Skills Development Program

'The evaluation of the skills development component
of the federal-provincial labour market development
agreements presented by Mercier nicely illustrates
how to undertake a rigorous value for money
assessment using benefit-cost analysis. With

some variations between provinces and territories,
the skills development component supports
unemployed individuals in selecting, arranging,
and accessing training by providing direct financial
assistance or through other arrangements. Training
is tailored to the needs of participants through
counselling and career orientation. It may include
adult-based education, literacy and essential

skills, language training, short-term training, and
occupational training leading to certification from
an accredited institution. Eligibility is restricted

to current and former Employment Insurance
claimants. The evaluation presented by Mercier
analyzes outcomes for current claimants. For a
detailed discussion of the evaluation results, see
ESDC (2022) and Mercier et al. (2024).

'The first step in the benefit-cost analysis is
determining incremental impacts on program
participants. This was achieved by comparing
their outcomes with those of non-participants
with similar characteristics who were eligible to
participate at about the same time. Similarity
between the two groups was established using
propensity score matching along many dimensions.
'The main incremental outcomes assessed are
employment earnings, the incidence of employment,
and receipt of Social Assistance and Employment
Insurance benefits.

Training typically lasted almost a year, which
resulted in almost $11,000 in forgone earnings
(Table 1). However, in the 10 years after receiving
training, the average participant increased their

This is a requirement when applying benefit-cost analysis to regulatory initiatives affecting greenhouse gas (GHG)
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Table 1: Cost-Benefit Results for Active Employment Insurance Claimants in Skills Development

Programs’
Perspective

Individual Government Social
Program Cost N/A -10,193 -10,193
Marginal cost of public funds N/A -1,349 -1,349
Employment earnings 25,587 0 25,587
Foregone earnings -10,916 0 -10,916
Fringe benefits 2,201 0 2,201
EI benefits -518 518 0
Sales tax paid -783 783 0
Income taxes paid -1,719 1,719 0
SA benefits -431 431 0
CPP/QPP contributions -185 185 0
EI Premium -453 453 0
Public healthcare cost 0 178 178
Net benefit 12,783 -7,275 5,508
Social return? N/A N/A 54.0%
Benefit-cost ratio® N/A N/A 154
Payback period (post-program) N/A N/A 8.3 years

1.Total costs and benefits over the two-year participation period and 10 years post-program for a random sample of 33,234 participants (40

percent of total).

2. Net social benefit divided by the absolute value of the program cost.

3. Social return plus one.

compensation relative to projected no-training
earnings by almost $28,000. There is also a small
spillover effect, from higher income to improved
health status to lower use of public healthcare
facilities. All amounts are expressed in constant
dollar present values using a 3 percent social

discount rate, which is the rate recommended by the
Treasury Board Secretariat when there is a trade-oft
between consumption now and in the future."

'The gross fiscal cost of the program, including
administration expenses, is approximately $10,200
per participant. The evaluation calculates carefully

14

If the opportunity cost of the program is reduced business investment, the Treasury Board Secretariat recommends using

the marginal social rate of return on investment, which, at 7 percent, is higher than the social discount rate due to taxes and

a risk premium.
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the induced effects of the program on government
revenue and expenses. On the revenue side, the
incremental impacts on income and sales taxes
are estimated, as are contributions to government
pension plans and Employment Insurance. On the
spending side, reductions occur in Employment
Insurance benefits, Social Assistance payments
and, as mentioned above, public healthcare costs.
'The weighted average MCPF is assumed to be 1.2,
which implies an efficiency loss from financing the
program with distortionary taxes of $1,350. The
reported net social gain is approximately $5,500.1¢
'The skills development evaluation follows good
practice in other respects as well.

* In addition to the level of net social benefit,
benefit-cost ratios, the social rate of return,
and the time required for discounted benefits
to equal discounted costs — the payback
period — are reported.

*  Sensitivity analysis was performed by
examining the impact of changes in the
discount rate, the marginal cost of public
funds, and the length of time participants
were followed after the end of training.

* 'There is an extensive discussion of the
qualifications to the analysis, noting that
some important factors could not be included
because of data limitations.

» Complementary lines of evidence were used
to interpret results, confirm the validity of
assumptions regarding participants and non-
participants, and provide additional context
for assessing value for money.

MAKING BETTER USE OF ADMINISTRATIVE
DATA

Myers and Palamar made a very strong case that
making better use of administrative data would
strengthen evaluation. Administrative data can

be used to measure long-term outcomes, estimate
program effectiveness, and construct credible
counterfactuals to assess incrementality. With those
elements in place, value for money assessments
using cost-effectiveness and benefit-cost analyses
become feasible.

Administrative data has two components. First,
data about programs themselves — who participated,
what services they received, and, where possible,
information on the nature and intensity of those
services. Second, data from other administrative
systems — tax, income, immigration, education,
justice, and health — that allow evaluators to build
a richer picture of who program participants are
and what happens to them over time. The value of
administrative data comes from linking these two
components. Linkage requires a set of personal
identifiers from each dataset, which are brought
together in a secure environment, merged, and
transformed into an analytical dataset. Despite
the rich detail, individuals remain anonymous to
researchers using the dataset.

In Canada, there are several different
data-linkage environments, many of which operate
within government departments, such as the dataset
described by Mercier for federal-provincial skills
development programs. The most comprehensive
and general-purpose linkage environment is
operated by Statistics Canada through the

Health status is positively correlated with income, so the higher incomes resulting from skills development are assumed to

result in lower use of publicly funded healthcare. Establishing the relationship requires complex analysis and calculations

using the data on the distribution of public healthcare costs by income quintiles, from the report Lifetime Distributional
Effects of Publicly Financed Health Care in Canada (2013) by the Canadian Institute for Health Information. See Mercier et

al. (2024).
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An alternative would be to include the funding used to select, arrange, and pay for the training, not only as a cost to

government but also as a benefit for individuals participating in the program. Including these payments would raise the

net social benefit to almost $16,000. In the next section, we explore the impact of including these payments among social

benefits in the evaluation framework developed in Hendren and Sprung-Keyser (2022).
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Social Data Linkage Environment (SDLE). It
includes income and tax data, such as T'1 files

and information on income-transfer programs,
which are critical for understanding labour market
outcomes and income dynamics. The SDLE also
includes education and training data, demographic
data drawn from the census and population
registries, rich health data covering hospitalizations
and other system interactions, and increasingly
strong justice data, including information on
charges, court decisions, and sentencing. The
breadth of the SDLE facilitates effectiveness and
value for money assessments of a wide range of
social programs.

Using administrative data strengthens evaluation
in several ways. First, it allows longitudinal tracking
of outcomes over timeframes that are not feasible
using surveys. For example, knowledge of earnings
five years after a training program is often critical
to determining whether a program worked, but
obtaining such information through primary data
collection is expensive and subject to error. Using
tax data is both cheaper and more accurate since
it ofters high coverage and avoids some of the
attrition and non-response biases associated with
surveys.

Second, it enables stronger impact estimation.
Large administrative datasets can be used to
construct high-quality comparison groups and
counterfactuals of individuals who have similar
characteristics to participants but did not receive
the program. Third, administrative data captures
participation in multiple programs, making
it possible to assess overlap, duplication, and
complementarity across programs. Finally, there
is a meta-efliciency benefit. Re-using existing
administrative data significantly reduces the cost
and burden of repeated primary data collection,
while still generating high-quality evidence.

Canada has vast amounts of administrative data
and infrastructure that can be used for decision-
making, but these resources are underused.

Four changes are required to make better use of
administrative data:

» Access to linked data needs to be faster and
less cumbersome.

*  More datasets need to be integrated into the
SDLE.

+  Capacity and expertise in the use of complex
administrative data must be strengthened
through training of evaluation teams.

*  Development and use of administrative data
must be an integral part of performance
management and evaluation.

There was considerable interest from participants
in the workshop in learning more about the
existing data infrastructure — such as SDLE
and infrastructure built at ESDC for training
programs — and Statistics Canada’s capacity to
support high-quality evaluations. This led Robidoux
to suggest that holding a workshop on existing
data opportunities and possible improvements
to evaluations would be useful, particularly for
evaluators.

A NEW FRAMEWORK
FOR VALUE FOR MONEY
EVALUATIONS

In the standard approach to evaluation, a program
demonstrates value for money when a benefit-cost
analysis shows that benefits exceed costs or when
the program achieves relative cost eftectiveness,
compared to other programs or benchmarks.
Differences in program size make it difficult to rank
programs by the level of net benefit, so benefit-cost
evaluations usually report the ratio of benefits to
costs to provide a better perspective on how the
marginal program dollar should be spent.

Hendren and Benjamin Sprung-Keyser have
championed a new value for money indicator,
the MVPE, that provides a better measure of
where spending has the biggest bang for the buck
(Hendren and Sprung-Keyser 2022). The MVPF
compares the net social benefit of a program to its
net fiscal cost. It differs from the more standard
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benefit-cost ratio in two ways. First, the net fiscal
cost appears separately in the denominator instead
of being subsumed with other costs, making it
more relevant to policymakers who are particularly
concerned about the fiscal implications of policy
initiatives. Second, the MV PF abstracts from the
cost of raising taxes to finance program spending.
These costs generally appear in the denominator
of the benefit-cost ratio, but are sometimes
deducted from benefits in the numerator, which
makes benefit-cost ratios more difficult to use for
program comparisons. The advantage of considering
separately the cost of raising taxes to finance a
program is discussed below.

Dahlby traced the development of the MVPF
to the Atkinson-Stern condition for the optimal
provision of a publicly provided good or service
financed by distortionary taxation (Atkinson and
Stern 1974).'The Atkinson-Stern condition equates
the marginal benefit from a spending program, or
more generally from the public provision of any
good or service, to the marginal cost of providing it.

As discussed above, the marginal cost of
financing a spending program equals the income
lost to higher taxation plus the loss in economic
efficiency arising from higher tax rates, or the
MCPF. The MCPF must be adjusted for the actual
amount of tax revenue that has to be raised, taking
into consideration induced effects on tax bases
(equation 1).

(1) MB = MCPF - (FC — ATR)

In equation 1, MB is the net marginal benefit of
the program, usually measured as the willingness
to pay for the program benefits; MCPF is the
marginal cost of public funds; FC is the fiscal cost
of the program, including administration expenses;
and ATR is the change in tax revenue induced by
the program.

Assuming the net fiscal cost (FC-ATR) is not
zero, the Atkinson-Stern condition can be rewritten

as:
(2) MVPF = = MCPF

FC — ATR

which states that the optimal size of a program

occurs when its marginal value equals the marginal
cost of raising taxes to finance it. The marginal
value of a program is its net social benefit calculated
without considering the cost of financing the
program.

Dahlby advocated using equation (2) as a
summary indicator in value for money evaluations.
He recommended using a standard value for the
MCPF in all evaluations, tentatively set at 1.75.
However, more research is required to select a
definitive standard value to use, so Dahlby proposed
convening a research workshop to develop the
necessary evidence base.

'The proposed approach is illustrated in Table 2,
using a slightly modified version of the benefit-cost
analysis of skills development programs discussed
by Mercier. In this framework, the social benefits
comprise the participants’ willingness to pay for
the training and the resource savings from reduced
healthcare costs. In the published evaluation,
willingness to pay for the training corresponds to
the increase in after-tax compensation adjusted for
changes in social contributions and benefits that
can be attributed to it, net of earnings forgone while
participating in the program. In our alternative
presentation, the payments made to individuals to
purchase training services increase their willingness
to pay. The increase in CPP/QPP contributions is
also treated differently in the alternative presentation.
Increases in contributions give rise to higher benefits
in the future, so a good case can be made that the net
impact on individuals is approximately zero. Further,
the pension plans are administered as independent
funds, so changes in contributions do not affect the
government’s fiscal balance.

'The gross fiscal cost of the program, comprising
payments to participants and administration
expenses, is approximately $10,200 per participant.
Induced eftects on government revenue and
expenditures reduce the gross fiscal cost by 40
percent to $6,111.

'The marginal value of public funds, defined as
the net social benefit before financing costs divided
by the net fiscal cost, is 3.76. That is well above the
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Table 2: Evaluation of Active Employment Insurance Claimants in Skills Development Programs in

the MVPE/MCPF Framework (present values in dollars per participant, except as noted)’

Social Benefits
Willingness to pay for transfer
Payments to individuals?
Net increase in after-tax compensation®
Sub-total
Resource saving from lower healthcare spending
Total social benefits
Net Fiscal Cost
Payments to individuals
Plus administration expenses
Less induced effects on government revenue and spending*
Equals net fiscal cost (NFC)
Marginal value of public funds (MVPEF: social benefits/net fiscal cost)
Marginal Cost of Public Funds (MCPF)
In published evaluation
Alternative value®
Net Social Gain (Social benefits-M CPF*NFC)
Using value of MCPF used in published evaluation

Using alternative value of MCPF

9,836
12,968
22,804

178

22,982

9,836

357
4,082
6,111

3.76

1.20

1.75

15,649

12,288

1. Total costs and benefits over the two-year participation period and 10 years post-program for a random sample of 33,234 participants (40

percent of total).

2. Payments to individuals to purchase training services. Calculated as total program costs less assumed administration expenses of $357 (3.5

percent).

3. Increased compensation adjusted for changes in social benefits and contributions less forgone earnings while participating in the program.

Excludes CPP/QPP contributions.
4. Excludes higher CPP/QPP contributions.
5. Recommended by Bev Dahlby.

value of the marginal cost of public funds used in
the skills development benefit-cost analysis and is
also greater than 1.75, the value recommended by
Dahlby based on his empirical work. The net social
gain, defined as social benefits minus the net fiscal
cost multiplied by the marginal cost of public funds,

is between $12,228 and $15,649 per participant.
We can safely conclude that the skills development
program demonstrates value for money and that
spending more on the program would be good
public policy.

Hendren has applied this approach widely,
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although he does not use a standard measure

of the MCPF in his assessments. With several
collaborators, he has compiled a library of MVPF
estimates for approximately 200 initiatives, using
empirical evidence on program impacts from the
literature. The library includes MVPFs and much
other information for both spending programs
and “revenue raisers,” which are, using Dahlby’s
terminology, estimates of the MCPF for different
tax measures.

Analyzing the marginal values and marginal
costs of programs separately has the advantage of
focusing attention on the trade-off between equity
and efficiency in program design and financing. As
an example, Hendren discussed changes to the US
earned income tax credit, and the increases to top
marginal income tax rates that were implemented in
1993 to finance it. The MVPF of the earned income
tax credit is 1.11, substantially less than the 1.85
MCPF of the increase in the top marginal income
tax rates, suggesting that the policy package should
be rejected. However, the policy package affects the
distribution of income, which makes the evaluation
subjective. Quantifying the trade-off between
efficiency and equity allows policymakers to make a
more informed choice.

In his presentation, Hendren highlighted two
general conclusions about program spending from
his library of results:

*  Programs supporting child development have
had the highest MVPFs. Some programs
supporting education and health have paid
for themselves because the higher incomes
resulting from these measures generate more
additional tax revenue than the direct costs of
the programs.

* The best way to fight climate change is
through tax credits to utility companies
to encourage clean electricity production.

17

Electric vehicle subsidies were much less
cost-effective, largely because lower prices
have a relatively small impact on purchases.
As a result, the size of the subsidy required
to induce an additional purchase is much
smaller than the environmental benefits that
the purchase generates. The MVPF of these
subsidies are very close to one, indicating that
the subsidies are, to a close approximation,
transfers to individuals who would have
bought the cars without the subsidy.

OTHER MEASURES TO
STRENGTHEN THE EVALUATION
FUNCTION

While performing more and better value for money
evaluations is key to strengthening the evaluation
function, Robidoux identified several concerns with
the Policy on Results, and suggested important
structural changes to improve it.

'The first concern he identified is that coverage
of spending is incomplete. Spending programs
authorized through the Income Tax Act are not
subject to performance measurement and evaluation
requirements. These programs consist of the Canada
Child Benefit and refundable tax credits, such as the
Canada Workers Benefit, the refundable portion of
the SR&ED tax credit, and many “clean economy”
investment tax credits.” Including these programs
in the evaluation base would raise it by $45.2
billion, or almost 10 percent (Table 3).

In addition, the government uses tax measures
that are functionally equivalent to program
spending to achieve social and economic objectives.
'There is no substantive difference between a
spending program that subsidizes business
investment and a tax credit provided for the same

purpose. As detailed in the Appendix, these tax-

While evaluation of these programs is not required, Finance Canada (2026) has recently released an evaluation of the

Canada Child Benefit. However, the evaluation does not provide a value for money assessment of the program.
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Table 3: Federal Program Spending and the Evaluation Base 2025/26

$ Billions Percent Share R]i;f;:i:llt
Major transfers to persons 143.7 27.6
Canada Child Benefit 30.1 5.8 None
Elderly benefits 83.1 16.0 Periodic evaluations
Employment Insurance benefits 30.5 5.9 Periodic evaluations
Major transfers to other levels of government 110.8 21.3 Periodic evaluations
Direct program spending 265.8 51.1
Other transfer payments 115.6 22.2
Voted Grants and Contributions 94.3 18.1 Evaluat;;l;:ery five
Refundable Tax Credits 15.1 2.9 None
Other Transfers 6.2 1.2 Periodic evaluations
Operating expenses 150.2 28.9 Periodic evaluations
Adjusted Program Spending! 520.3 100.0
Less Spending Authorized through the Income Tax Act® 45.2 None
Equals Current Evaluation Base 4751 91.3
Tax-Based Spending 54.1 None
Potential Evaluation Base® 574.4

1. Excluding net actuarial losses and pollution pricing proceeds returned to Canadians.

2. Canada Child Benefit and refundable tax credits.

3. Current evaluation base plus spending authorized through the Income Tiax Act and tax-based spending.

Sources: Budget (2025), Main Estimates listing of transfer payments, and Finance Canada (2025).

based expenditures are estimated to cost at least
$54.1 billion in 2025. Overall, inclusion of spending
authorized through the tax system and tax-based
spending would increase the evaluation base by
almost $100 billion, or 21 percent (Table 3).

A second concern is that evaluation requirements
are unbalanced: they are too stringent for grant
and contribution programs, which account for only
about 18 percent of the evaluation base, and are
too flexible for other spending. As noted earlier,
grant and contribution programs with an average
annual budget of $5 million and over must be

evaluated every five years and other programs must
be evaluated periodically. A better approach would
be to apply the Policy on Results to all programs,
but to allow flexibility in the timing and frequency
of evaluations when high-quality evaluations exist
and programs have not substantially changed. The
freed-up resources could be used to undertake in-
depth performance assessments of a broader range
of programs and organizational spending.

A third concern is that the potential for
evaluation to contribute to measuring public
sector productivity is not being realized. This is
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unexpected because, as discussed earlier, assessing
operational efficiency is an evaluation requirement.
'The expectation is that this would involve assessing
the efficiency of delivering a program or service.
However, the Treasury Board Secretariat document
lists nine approaches to assessing operational
efficiency, only one of which addresses efficiency

as it is commonly understood — a comparison of
outputs and inputs.'®

We reviewed 10 evaluations that assessed
operational efficiency.” Only three discussed the
efficiency of program delivery by reporting measures
such as the ratio of delivery costs to program
benefits or by describing efforts to reduce delivery
costs. These evaluations instead focused on program
reach, program delivery tools, the percentage
of funding spent, client satisfaction, and job
satisfaction of program staft. As with assessments
of program allocative efficiency, excessive flexibility,
combined with limited central direction, allows
evaluators to satisfy the requirement to assess
operational efficiency without providing a useful
perspective on it.

We have recommended mandatory operational
efficiency evaluations based on a comparison of
program outputs and the dollar value of direct and
indirect delivery costs. Output measures should be
standardized by type of service offered to facilitate
comparisons within groups of similar programs.
Operational efficiency assessments of programs
should include benefits received as one measure
of output. A key cost-output ratio for programs
would therefore be delivery costs relative to the
transfer received by program beneficiaries. Other
possible output measures include claims processed,
clients served, or projects supported. These cost-

evaluators may usc.

output ratios should be supplemented with
information on service standards to provide a more
complete, albeit qualitative, measure of operational
efficiency.

Consider services provided directly to the
public, such as passport processing. An output
measure could be the number of passports
delivered, while the input measure could be the
cost of processing applications, including the cost
of internal services provided to processing units.
Service standard information would include data
on the elapsed time between applying for and
receiving a passport — the average, mode, and
number exceeding a pre-set standard.

'The cost-output measure of operational
efficiency provides a direct link from evaluation
policy to the analysis of public sector productivity.
'This link could be strengthened in three ways.
First, evaluators should be required to supplement
the cost-output ratios with a measure more
closely related to labour productivity analysis,
which focuses on comparing outputs and inputs
measured in quantities rather than in dollars, with
outputs adjusted for changes in quality.

Consider passport delivery again. A productivity-
oriented efficiency measure would compare the
number of passports delivered to the total person
hours of work required to deliver the passports. The
evolution of delivery times and other elements of
service standards would provide a useful indicator of
changes in output quality. For example, an increase
in hours worked by public servants would directly
reduce productivity, but if it is accompanied by
reduced delivery times, productivity could increase.
Similarly, if an increase in hours worked resulted
in less time spent by clients applying for passports,

'The document notes that the approaches listed to evaluating efficiency “represent only a small sample of approaches” that

¥ These include: AgriRecovery (Disaster Relief), the Centre for Drug Research and Development, the Clean Growth

Program, the Canada Centre for Community Engagement and the Prevention of Violence, Canada’s Climate Financing

Programming, the Industrial Research Assistance Program, MITACS, Regional Economic Growth through Innovation, the

Strategic Innovation Fund, and the Innovation Super Clusters Initiative.
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there could also be a productivity increase rather
than a decrease.

Presenting a nuanced picture of outputs and
inputs is an important part of evaluating operational
efficiency. The information gathered will also help
Statistics Canada develop useful measures of public
sector productivity.

Second, in addition to publishing these
operational efficiency evaluations, the government
should prepare and publish a library of the
quantitative results. These results would be
important inputs into the regular publication of the
state of service report, first released in 2025.%

'Third, the government should also apply
evaluation methodologies to assess investments
intended to reduce the cost of providing
government services and to raise their quality. For
example, Treasury Board recently published the
Government of Canada’s first public AI Register
that provides Canadians with information about
where and how Al is being used within the
federal government.?! The register includes over
400 projects from 42 departments and agencies
where Al is currently being developed or deployed.
While it includes results expected or achieved,
over 40 projects provide no information, and none
provides a clear quantitative estimation of the
expected or realized net gains (reductions in costs
net of investment costs or better services). These
investments should be assessed using benefit-cost
analysis, which would allow the government to

“develop a consistent approach to measuring the
productivity impacts of Al use cases,” as suggested
in its response to the recommendations of the
Working Group on Public Sector Productivity.*?

A fourth concern is that policy proposals are not
adequately assessed through a value for money lens.
Policy proposals are approved in three steps. First,
proposals are submitted to Finance Canada for
funding approval by the minister of finance. These
proposals are detailed in memoranda to cabinet and
are also reviewed by a cabinet subcommittee and
then by cabinet for policy approval. The final step is
authorization for implementation by the Treasury
Board.

Finance Canada guidance® requires a strategic
economic analysis of proposals involving net
tederal spending of more than $150 million. This
analysis consists of a qualitative assessment and
an optional quantitative assessment prepared by
Finance Canada in consultation with the proposing
department and other central agencies. The
quantitative assessment reports projected impacts
on employment, the cost per job created, and
impacts on GDP. This information is inadequate to
make an informed judgement about whether the
program is likely to demonstrate value for money.

Memoranda to cabinet provide more
information, including many mandatory topics
and issues to be covered, but evaluation is not one
of these. As a result, cabinet does not receive or
discuss evaluation information for new programs

See: Service Canada. 2025. The State of Service. Employment and Social Development Canada. March. https://www.canada.

ca/en/employment-social-development/corporate/reports/state-of-service/sos-report-2025.html.

21 Treasury Board of Canada Secretariat. 2025. “Government of Canada Al Register (Minimum Viable Product).” Open

Government dataset. November 28. https://open.canada.ca/data/en/dataset/fcbc0200-79ba-4fa4-94a6-00e32faceabb.
https://www.canada.ca/en/government/system/government-wide-reporting-spending-operations/committees-task-forces/

working-group-public-service-productivity-overview/working-group-public-service-productivity-response.html.
22 Treasury Board of Canada Secretariat. 2025. “Working Group on Public Service Productivity: Treasury Board of Canada

Secretariat Response to the Recommendations of the Working Group.” December 12. https://www.canada.ca/en/

government/system/government-wide-reporting-spending-operations/committees-task-forces/working-group-public-
service-productivity-overview/working-group-public-service-productivity-response.html.
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or for changes to existing programs, including
additional funding.

Treasury Board Secretariat guidance® on
submitting proposals for approval raises the issue
of value for money in the context of program
design and cost. Submissions should explain why
the proposed approach is best suited to achieve
the expected outcome. They should also respond
to the question “What is the value for money?” by
considering expected efficiency. Submissions must
also set out the total life cycle costs of a program
and indicate whether these costs represent value
for money. Treasury Board Secretariat guidance
therefore opens the door to screening new proposals
for value for money at the operational and overall
performance level. However, as a practical matter,
the value for money analysis is short — reflecting the
limited analysis provided by most evaluations — and
does not address benefits and costs in a systematic
fashion.

Robidoux recommended that, mirroring
Treasury Board submissions, memoranda to cabinet
should include a mandatory section on evaluation.
In addition, both Treasury Board submissions
and memoranda to cabinet for new or modified
programs should demonstrate that proposals pass
a simplified value for money test. These documents
should also set out a value for money evaluation
plan.

A fifth concern is that the evaluation
framework is unnecessarily complex, leading to
confusion about when and how to perform value
for money assessments. As discussed earlier, the
Treasury Board Policy on Results and Directive on
Results are the foundation of the policy framework
for the federal evaluation system. This policy

framework is supported by no less than 22 guides
and backgrounders.”

Velez-Guerra stated that the Treasury Board
Secretariat plans to both clarify how performance
measurement can support value for money
assessments and to promote greater understanding
of the approach by highlighting good practices
and by offering specialized training. The key
document that sets out how to perform value for
money assessments, Assessing Program Resource
Utilization When Evaluating Federal Programs
(Treasury Board of Canada Secretariat 2013), will
be updated and reissued.?

Robidoux recommended rewriting the evaluation
framework to streamline, simplify, and clarify
it. This could be achieved by implementing the
recommendations emanating from the workshop. In
doing so, the 22 existing guides and backgrounders
should be merged into a single document. The
framework would be completed by a separate guide
on how to perform value for money assessments,
using benefit-cost and cost-effectiveness analysis,
and operational efficiency analyses, using cost-
output and output-input ratios.

'The general supporting document should
continue to endorse a flexible approach to
evaluation while making core evaluation
requirements mandatory. Nevertheless, the non-core
scope of evaluations should be narrowed to focus
on a smaller set of effectiveness and operational
efficiency measures that are of particular interest to
policymakers.

A sixth concern is the amount of centralized
direction of the evaluation function. The federal
approach has varied over the years, from highly
centralized to the highly decentralized approach

Treasury Board of Canada Secretariat. 2026. “Guidance for Drafters of Treasury Board Submissions.” April 1. https://www.

canada.ca/en/treasury-board-secretariat/services/treasury-board-submissions/guidance-for-drafters-of-treasury-board-

submissions.html.
25

See: Treasury Board of Canada Secretariat. 2026. “Evaluation in the Government of Canada.” May 4. https://www.canada.

ca/en/treasury-board-secretariat/services/audit-evaluation/evaluation-government-canada.html.

% 'This document was published in 2013 before the Policy on Results came into effect on July 1, 2016.
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now in place. Robidoux sees the need for a
stronger central influence but, as discussed earlier,
recommends creating an independent evaluator
general position rather than adding to the
responsibilities of the Treasury Board Secretariat.?”
The Office of the Evaluator General?® could be
located within the Parliamentary Budget Office
(PBO), where it would, for example:

* Assess and comment on departmental
evaluations and evaluation plans, including
the development of evaluation data sets,
and suggest improvements to evaluation
approaches.

* Ensure a strong professional community of
evaluators in which the evaluator profession
is recognized and evaluators are connected
through a formal network and training.

* Conduct and publish its own evaluations,
including thematic cross-departmental
evaluations and value for money evaluations
of major programs, when departments are
unable to do so.

*  Produce an annual public report that
summarizes program evaluations performed
during the year, provides a status report on
tederal programs that have been evaluated
tor value for money, and reports the marginal
value of public funds for all programs for
which this measure is available.

An evaluator general would play a key role in
helping evaluation realize its potential for informing
decisions on spending.

SUMMARY OF
RECOMMENDATIONS TO
STRENGTHEN EVALUATION

'The recommendations below reflect the main
themes that emerged from the discussion at the
C.D. Howe Institute’s Workshop on Strengthening
the Federal Evaluation Function and the analysis
presented in this rapporteurs’ report. They provide

a roadmap for strengthening the federal evaluation
function.

Changes to the evaluation framework:

1. Make it mandatory for departments to
assess programs for relevance, effectiveness,
operational efficiency, and value for money,
using the methodologies described in Box 2.

2. Provide flexibility in the timing and
frequency of evaluations when high-quality
value for money evaluations exist and
programs have not substantially changed.

3. Rewrite the evaluation framework to
streamline, simplify, and clarify it, ensuring it
provides what policymakers are interested in.

27 See the Policy Options article for a discussion on the creation of an evaluator general position in the federal administration
and, more recently, in an op-ed in Zhe Globe and Mail. May, Kathryn. 2019. “The Case for Having a Federal Evaluator
General.” Policy Options. June 13. http://policyoptions.irpp.org/2019/06/case-federal-evaluator-general/; Lavoie, Claude.

2024.“One Does Not Simply Gut the Public Service. Here’s the Proper Way to Make Cuts.” The Globe and Mail. December

19. https://www.theglobeandmail.com/business/commentary/article-one-does-not-sim

the-proper-way-to/.

ly-gut-the-public-service-heres-

2 In its response to the recommendations of the Working Group on Public Service Productivity, the government made it

clear that “establishing an independent organization to exercise a leadership function for evaluation in the public service”

was not considered at this time because of other priorities. It was, however, silent on other recommended reforms to the

evaluation function. See: Treasury Board of Canada Secretariat. 2025. “Working Group on Public Service Productivity:

Treasury Board of Canada Secretariat Response to the Recommendations of the Working Group.” December 12. https://

www.canada.ca/en/government/system/government-wide-reporting-spending-operations/committees-task-forces/working-
group-public-service-productivity-overview/working-group-public-service-productivity-response.html.
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Improve the quality of evaluations:

4. Include the marginal cost of public funds
and the ratio of net social benefits to the net
fiscal cost of the program in value for money
evaluations.

5. Invest in talent and data by building on best
practice evaluations, leveraging Statistics
Canada and other administrative data, and
providing training to evaluators for assessing
programs for value for money.

6. Make data development a joint responsibility
of program managers and evaluators,
and require deputy heads to ensure this

responsibility has been fulfilled.

7. Convene two technical workshops: one
to determine the appropriate value of the
marginal cost of public funds and another to
promote more effective use of administrative
data and identify possible improvements.

Broaden and extend the coverage of evaluation
policy:
8. Broaden the Policy on Results to cover both
spending authorized under the Income Tux
Act and tax measures that are functionally
equivalent to spending programs.

9. Mirroring Treasury Board submissions,
memoranda to cabinet must include a
section on evaluation. Both Treasury Board
submissions and memoranda to cabinet for
new or modified programs must demonstrate
that the proposals pass a simplified value for
money test. These documents should also set
out a value for money evaluation plan.

Create an evaluator general position:

10. Create an independent evaluator general
position that would collaborate with and
challenge departments’ evaluation units.
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APPENDIX

Derivation of Tax-Based Program Spending from
Non-Structural Tax Expenditures as Reported in
Finance Canada’s Tax Expenditure Report, 2025

The Report on Federal Tax Expenditures
(Finance Canada 2025) identifies over 250 tax
expenditures with an estimated fiscal cost of $189.3
billion for 2025. It further decomposes them into
structural — 70 measures whose main objectives are
internal to the tax system but not part of a narrowly
defined benchmark or core tax structure — and
189 non-structural tax expenditures that have an
estimated fiscal cost of $159.5 billion. In principle,
these non-structural measures are substitutes for
program spending. However, many of the non-
structural measures address fundamental tax policy

issues such as the treatment of capital gains, the
taxation of other levels of government, and the
taxation of income earned by non-residents.?” They
are therefore excluded from our estimate of tax-
based spending, which comprises 169 measures that
are functionally equivalent to program spending.
'The $54.1 billion fiscal cost of tax-based
spending measures is a minimum. The Report
on Federal Tax Expenditures does not provide
estimates for about 50 of the 169 tax-based
spending measures. Further, the foregone revenue
cost of each tax expenditure measure is calculated
by assuming that other tax expenditures remain
unchanged, which leads to an underestimation of
tax expenditures because the income tax structure is
progressive (Finance Canada 2025; Lester 2012).

Table 4: Reconciliation Between Non-Structural Tax Expenditures and Tax-Based Program

Expenditures, 2025
Number Cost ($M) No estimates
Art & Culture 0 0 0
Business 60 12,080 28
Donations, gifts, charities and non-profit organizations 19 7,878 5
Education 6 3,610 0
Exemption from GST for tuition and educational services 1 -1,250 0
Rebate for schools, colleges and universities 1 -1,185 0
Employment 6 1,316 2
Environment 6 60 4
Families and household 9 1,640 2
Health 9 9,925 0
Exemption from GST for healthcare services 1 -1,310 0
Exemption from GST for hospital parking 1 -20 0
Rebate for hospital facility operators and external suppliers 1 -1,285 0
Housing 10 15,741 1

2 See Lester (2019) for a more detailed discussion.
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Table 4: Reconciliation Between Non-Structural Tax Expenditures and Tax-Based Program

Expenditures, 2025 (continued)

Number Cost ($M) No estimates
Non-taxation of capital gains on principal residence 1 -10,745 0
Rebate for new housing 1 -410 0
Income support 6 2,050 1
Intergovernmental tax arrangements 3 73 1
International 3 13,840 2
Exemptions for non-resident withholding taxes 1 -13,840 0
Retirement 8 43,280 4
Deferred Profit-Sharing Plans 1 0 1
Pooled registered pension Plans 1 0 1
Registered pension Plans 1 -25,165 0
Registered Retirement Savings Plans 1 -14,785 0
Saskatchewan Pension Plan 1 0 1
Treatment of capital gains 5 34,785 0
Partial inclusion of capital gains 3 -30,255 0
Tax-Free Savings Account 1 -4,325 0
Social 12 13,178 0
Exemption from GST for ferry, road and bridge tolls 1 -15 0
Exemption from GST for water sewage and basic garbage 1 ~500 0
collection services
Exemption from GST for municipal transit 1 -220 0
Other 0 0 1
Total — Non-Structural Tax Expenditures 189 159,456 51
Exclusions 20 -105,310 2
Total — Tax-Based Program Spending 169 54,146 49

Source: Finance Canada (2025). Exclusions are in bold and are identified following the methodology described in Lester (2019).
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