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CANADA’S DEBT AND DEFICIT RENEWAL 

Budget Boldness, Time Needed, The Jury is Out 

By 
Michael R. Graham, Ph.D. 

 

 

 

So much for those modest 
$10 billion budget deficits 

to kick-start a spluttering 

Canadian economy verging 
on recession, and the 

promise to be back to 

balanced budgets by the 
next election. 

 

Instead, what we got on 

March 22nd from our new 
majority Liberal 

government was five consecutive years of annual deficits 

beginning at just under $30 billion for the first two years, 
and though tapering thereafter adding an accumulated 

$113 billion of debt carrying over into the next parliament.  

Other than a vague commitment to eliminate the deficit 
“sometime in the future” there was no resolve to return to 

balance during its mandate.  Quite an about-face in a scant 

six months! 
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Furthermore, it looks increasingly as though the Canadian 
economy isn’t the basket case it was made out to be during 

the election campaign.  In fact, if the last four months of 

consecutive GDP growth and rising employment are 
acceptable criteria, it may not be in recession after all.  Yes, 

the IMF has its doubts and is trimming its forecasts to 1.5% 

for this year and 1.9% for 2017.  However, others are 
raising theirs to 2% GDP growth going forward, some even 

doubting the budget deficits were necessary after all. At the 

very least almost all of today’s forecasts are significantly 
higher than the 1.4% on which Finance Minister Morneau 

built his budget, let alone the lack-lustre !% that was being 

bandied about during the election campaign.  His estimated 
$40/bbl average oil price is looking on the low side too.  A 

Toronto Sun cartoon of a blue-covered volume “Stoic 

Pragmatism, S. Harper”, tossed in a trashcan graphically 
illustrated the decisive break with the previous government 

that has taken place. 

 

In fairness, it’s not that an added dose of heavy fiscal 
stimulus wouldn’t be welcome in a budget that was also 

presented as a bold longer-term plan to restructure the 

Canadian economy, primarily through pouring money into 
public infrastructure.  Alberta and Newfoundland and 

Labrador are certainly two provinces who would welcome all 

the fiscal help they can get at this hard-hit stage.  However, 
they too might well need to hang on for a while longer 

given the ongoing procrastination with respect to pipelines, 

the indecision about major energy projects and a general 
lack of shovel-ready projects. 

 

As well, Mr. Morneau and Prime Minister Trudeau are not 
wrong in defending the timeliness of their multi-year debt 
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and deficit plan given today’s historically low interest rates, 
benign inflation and Canada’s comparative fiscal strength. 

 

Finance Minister Morneau is 

also right in the belief that 
his $30 billion annual deficits 

in the initial two years are 

not only an affordable 1.5% 
of GDP, but readily  

manageable in view of 

Canada’s debt-to-GDP ratio 
of 31%,  which is among the 

lowest in the G7 – if not also 

in the G20.  “Trudeau’s 
trousseau” compares very 

favourably with other major 

world economies, as the chart above illustrates.  Note in 
particular the near-90% ratio of our next-door neighbour as 

America’s National Debt Clock keeps ticking merrily along, 

and had broken $19 trillion as I walked by on my last visit 
to New York in mid-March. 

 

Mr. Morneau also insists our ultra-low debt-to-GDP ratio will 

be maintained over the next five years – a potential and 
necessary discipline to be returned to later. 

 

Agreed, as well, that the planned deficits would be 
welcomed if invested heavily in necessary infrastructure, 

thereby helping an internationally-lagging Canada get on a 

more productive and competitive longer-term growth path. 
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WHAT IS A BILLION! 

A billion seconds ago, the internet was yet to be launched. 

A billion minutes ago, the Roman Empire was at its height 
and possibly Christ was on Earth 

A billion hours ago could have marked the end of the Ice 
Age, which had likely lasted for a billion years. 

Yet, in Ottawa, a billion dollars of program spending takes 
less than two days, a billion dollars of deficit spending 

about two weeks! 

Besides its conservative GDP and oil price projections, the 
budget also provided a $6 billion annual contingency as a 

substantive deficit cushion.  And this as the Parliamentary 

Budget Office sees deficits on average $4.5 billion lower 
than in the budget, and an additional national debt of more 

like $90 billion rather than the forecast $113 billion! 

 

Hence, while the dollar numbers may be eye opening, the 
underpinning is conservative – pun intended.  It also looks 

as if Mr. Morneau could begin with a modest surplus 

carrying over from the 2015-16 fiscal year, thanks to the 
budget disciplines and underpinning left him by the Harper 

government. 

 

Nonetheless, a billion 

is still a very big 
number (as illustrated 

in the box) and those 

additional billions of 
red-ink deficit 

spending will need to 

be  especially watched 
against a recovering 

economy that might 

not need nearly as 
much shorter-term 

stimulus as budgeted and the loose monetary policies of 

others generally not producing the hoped-for growth. 

 

In fact, according to a latest Merrill Lynch study, most 
developed countries have little to show for their billions of 

deficit spending and quantitative easing since 2008-09, 
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except for mountainous  additional debt.  In the U.S., those 
multi-billion doses of QE have had a marginal effect at best.  

It’s the same in the EU where the monetary pump-priming 

is being intensified.  In Japan, the Abe government is 
continuing to pour in massive financial support, so far to 

little avail.  Will Canada’s bold new debt and deficit 

experiment prove any different – the international evidence 
is not all that comforting? 

 

On the monetary policy side, there are also the risks of 

excessively inflating the Bank of Canada’s balance sheet 

with billions of printed (fiat) money to be borrowed by the 
federal government.  (We borrow, you print!)  In the U.S., 

the Federal Reserve’s balance sheet has grown by a mind-

boggling four times since 2008, but how it is to be brought 
back into more commensurate line no one seems to know. 

 

All that printed money 

outstripping goods and 

services must also raise 
questions about a return 

of inflation.   Tony 

Plummer, a respected 
British student of the 

market, writes that 

today’s transition cycle 
could also overlap with the 

next main upswing of the 

great 54-year Kondratiev 
inflation cycle which he sees beginning in 2018-19 with 

profound implications for interest rates, bond yields and the 

financing of debt.  The math of a percentage point or two 
added to the interest cost of today’s gargantuan 

Nikolai Dmitriyevich 
Kondratiev was a Russian 

economist, who was a 

proponent of the New 

Economic Policy, which 

promoted small private, free 

market enterprises in the 

Soviet Union.  He is best 

known for proposing  

the theory that Western capitalist economies have 

long term (50 to 60 years) cycles of boom 

followed by depression. These business cycles are 

now called "Kondratiev waves". 
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government debts is truly nerve-testing - also for an 
indebted Canada, even if to a lesser degree than most 

others. 

There’s also the potential impact of the next (eventually 

inevitable) recession on an expanded Canadian federal debt 
after our having taken the plunge of renewed deficits in a 

growing economy. 

 

The key in facing up to imponderables like these must lie in 
keeping a disciplined rein on government spending and its 

expanding deficits; in other words in not allowing the 

accompanying debt build-up to get out of control.  
Unfortunately, Canada’s record in these respects is not 

encouraging.  In the mid-1980’s the undisciplined spending 

of governments dating back to the Pierre Trudeau era led to 
Canada hitting a debt wall that had the IMF and World Bank 

openly worrying about our AAA credit rating and solvency.  

The painful realization that deficits don’t necessarily fix 
themselves required Paul Martin, an exceptionally able 

finance minister, to take draconian steps to restore our 

fiscal integrity.  He also regularly applied the resulting 
string of budget surpluses to paying down the national debt 

– to today’s enviable 30% of GDP levels. 

 

A recent Economist featured a sobering article on “The 
Chronicles of Debt” and how they have long haunted the 

world economy.  Since the great financial crisis of  2008-09 
world debt has exploded, I recall by a factor of three or four 

times.  While debt doesn’t need to be repaid in full, and 

Canada is much less indebted than most of its peers, it 
must nevertheless be controlled.  May this Trudeau 

government please not succumb to the temptation of 

spending with the same reckless fiscal abandon as that of 
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his father.  And so much better if today’s 31% debt-to-GDP 
ratio were to become the key disciplinary monitor that 

Finance Minister Morneau pledges it will. 

 

Notwithstanding the good intent there must be risks in a 
turbo-boosted debt engine not taking off as planned; and in 

which those layers upon layer of debt depicted in the 

second of the ROB cartoons (below and on the next page) 
brings a painful reminder of where the burden of excess 

federal and provincial debt must ultimately fall. 

 

IN CONCLUSION 

Deficits have become 
integral parts of modern-

day economies, with 

Canada using them as 
fiscal tools as much as 

others.  What is more we 

ran deficits far higher 
than $30 billion or 1.5% 

of GDP in the mid-1980s 

when the economy was a 
quarter the size it is 

today.  The same in the 

2008-09 global crisis 
when the deficit 

ballooned to $50 billion under the Harper government.  It’s 

how they are contained that has to be the key. 

 

“So much promise, so much debt” read a headline that 
really hit home with me.  It’s why investors must give 
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Bill Morneau, the first rookie MP to head Finance since 
1919, and his bold – and hopefully timely – fiscal plan 
the benefit of the doubt.  But it’s also why burgeoning 
debt must not be allowed to become the elephant in 
the room.  And why the jury must remain out as 
investors the world over judge how Canada measures 
up to its bold new self-imposed fiscal tests. 

 

For now, in this 
interesting 
transitional 
stage, there’s 
the comfort of a 
new-look and 
very investable 
Canada offering 
the widest 
range of world-
class bargain 
investment 
attraction.  In 
addition, we’re all the more attractive in terms of a 
recovering but still internationally-cheap Canadian 

dollar. 

 

In this knowledge, while watching vigilantly, there is 
much to commend – and augment – staying on a 
proactive, equity-led Canadian investment course! 

 

Michael Graham 
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