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1. Economic situation 

The Canadian economy contracted by 2.5% in 2009, slightly better than the OECD 
average of 3.4% (Figure 1A). In contrast to a majority of other G7 countries, Canada 
recorded consistent budget surpluses in the years prior to the crisis, resulting in strong 
public finances (Figure 1B). Fiscal stimulus measures implemented in an effort to offset 
the economic slowdown have led to a widening of the deficit and a subsequent 
deterioration in public finances. 

Including provincial and territorial debt, Canada’s gross debt ratio has increased to a 
level slightly below the OECD average (Figure 1C). As of the third quarter of 2010, 
timely policy measures and strength in domestic demand allowed Canada to recover all of 
the output contraction experienced during the recession of 2008 and early 2009. And 
while economic recovery moderated in the middle of 2010, the OECD forecasts activity 
to progress at a moderate pace through 2011-12 as employment prospects and external 
demand gradually recover. 

Figure 1. Key economic indicators 
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Figure 1. Key economic indicators (cont’d) 
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Notes: Fiscal balance and gross debt are general government financial balance and gross financial liabilities as 
a per cent of nominal GDP. 

Source: OECD (2010), “OECD Economic Outlook No. 88”, OECD Economic Outlook: Statistics and 
Projections (database), doi: 10.1787/data-00533-en. 

2. The government’s fiscal consolidation strategy 

Canada has projected to balance its federal budget by 2015. The fiscal consolidation 
strategy focuses on expenditure constraint and is comprised of three key elements. First, 
the government has announced that temporary stimulus measures will end as the 
economy recovers, and this should alone contribute almost half of the expected deficit 
reduction between 2010 and 2012. Second, the government has announced a package of 
targeted spending restraint measures to take effect in 2011, and build over the medium 
term as economic growth returns towards potential. Third, the Canadian government 
continues to undertake departmental spending reviews to identify savings from 
low-priority and low-performing programmes.2 To address the problems of the ageing 
population and long-term fiscal sustainability, the government is also targeting a return to 
balanced budgets, low and manageable debt, and continuing the implementation of a 
growth-enhancing economic agenda. 

To meet its target for a balanced budget by 2015 the government has announced 
consolidation measures of CAD 17.6 billion (around 1% of GDP) over a five-year period 
(Figure 2C). The Canadian government is projecting a reduction of the federal deficit to 
2.8% of GDP in 2010-11 and a surplus of 0.1% of GDP by 2015-16 (Figure 2A). 
Canada’s net federal debt is projected to peak at 35.3% of GDP in 2011-12 (Figure 2B). 
By the end of 2010, eight of ten provinces had established fiscal consolidation plans, and 
one is planning to maintain its current surplus position. A majority are expected to 
balance their budgets by 2013-14.3 
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Figure 2. The government’s planned fiscal adjustments 
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Notes: Fiscal balance is federal government financial balance as a per cent of nominal GDP. Net federal debt 
is net federal financial liabilities as a per cent of nominal GDP, as reported in the response to the survey. 
Fiscal consolidation is cumulative consolidation as a per cent of nominal GDP. The composition of the 
contribution to fiscal consolidation is expenditure reductions and revenue enhancements (total = 100%). 
OECD calculations. 

Source: “OECD Fiscal Consolidation Survey 2010”. 

3. Major consolidation measures 

Canada has announced a number of expenditure restraint measures: freezing 
departmental operating budgets until 2013 for savings of 0.4% of GDP; future 
international assistance spending will be capped at 2010-11 levels to produce savings the 
equivalent of 0.22% of GDP. Furthermore, savings from the 2009 round of Strategic 
Reviews amounting to 0.06% of GDP will not be reallocated. 

In addition to the expenditure measures, the government introduced several measures 
to close loopholes of the tax system, which are expected to increase revenue by 0.12% of 
GDP. 
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Table 1. Major consolidation measures 

Billions CAD (% of GDP1) 

  Budgetary impact 2011-15 
Expenditures  15.1  

(0.74) 
1. Operational measures  6.8  

(0.33) 
– Government administration  Containing the administrative cost of government, 

including freezing operating budgets until 2013. 
6.8  

(0.33) 
2. Programme measures  8.3  

(0.41) 
– General departmental spending Cost savings announced in the 2010 budget as identified 

in the Strategic Reviews. 
1.3  

(0.06) 
– International assistance  International assistance spending to be capped at 

2010-11 levels. 
4.5  

(0.22) 
– Defence  The growth in defence spending to be capped. 2.5  

(0.12) 
Revenues  2.5  

(0.12) 
– Tax compliance A number of measures to close loopholes and to improve 

the fairness of the tax system have been introduced. 
2.5  

(0.12) 

1. OECD calculations using OECD forecasts of nominal GDP for 2015. 

Source: “OECD Fiscal Consolidation Survey 2010”. 

Table 2. The government’s fiscal consolidation plan 

% of GDP 

Fiscal consolidation  2010 2011 2012 2013 2014 2015 
Consolidation measures (cumulative)  0.1% 0.2% 0.4% 0.7% 1.0% 
Total federal deficit/surplus  -2.8% -1.8% -1.2% -0.6% -0.1% 0.1% 
Total level of federal net debt  34.9% 35.3% 34.8% 33.7% 32.3% 30.8% 
General government net debt 31.4% 33.7% 34.3%    
General government gross debt  84.4% 85.5% 87.0%    

Notes: General government net debt and gross debt projections from OECD (2010), “OECD Economic 
Outlook No. 88”, OECD Economic Outlook: Statistics and Projections (database), doi: 10.1787/data-00533-
en, including provincial and territory debt. 

Source: “OECD Fiscal Consolidation Survey 2010”. 
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