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Much-Anticipated Canadian Federal Fiscal Update 

BETWEEN A ROCK AND A HARD PLACE 

 The Federal Finance Minister has promised to open his books before 

Christmas. While there is no shortage of economic reasons to worry, 

mid-year numbers should not be one of them.  

 Fiscal drivers have been solid in the first half of the fiscal year and 

could reasonably deliver a $3 bn revenue windfall by year-end.  

 This will add to pressures to compensate distressed oil-producing 

provinces. Federal finances are likely in a position to provide a near-

term transfer without substantially altering the fiscal path.  

 Larger questions loom on the equity and effectiveness of Canada’s 

fiscal federation that will likely consume significant debate in the 

coming years. Meanwhile, a quick-fix may be a political imperative.  

PLAN FOR THE WORST, HOPE FOR THE BEST 

Canadians can expect an update on the health of the federal government’s 

balance sheet shortly. Finance Minister Morneau indicated earlier this week 

that he will table a Fall Statement before the holidays. These updates traditionally 

provide a mid-year snapshot of the government’s fiscal position, its outlook, and 

the assumptions underpinning these.  

The current state of fiscal affairs could be better than anticipated. Last year 

provided a strong hand-off with federal revenues growing at a robust 6.7%. This 

delivered almost $6 bn in revenue windfalls over the course of the year given 

prudent assumptions underpinning planning. (Of course, this was spent and deficit 

spending came in roughly on target.) This fiscal year will not likely be as 

lucrative— and caution is still warranted with four months still left in the fiscal 

year—but a solid first-half of the year should provide some upside to the federal 

balance sheet. 

Solid personal income tax (PIT) revenue growth should drive most of the 

gains. Record-breaking employment and job creation numbers persisted through 

mid-year across most of the country. This led to upward revisions by most 

provinces to their own PIT revenue forecasts in their mid-year updates, including 

Ontario (to 4.8%) and Quebec (to 4.6%). The last time Finance officials weighed in 

(Budget 2019), they called for 4.8% growth in personal income tax revenues, 

where they stand as of end-of-September. More recently, the Parliamentary 

Budget Officer (PBO) also revised upward its overall revenue projections by $2.6 

bn for FY20 due to stronger personal and corporate revenues (though it also 

added another $400 mn to the projected deficit owing to higher spending and 

slower economic growth).  

A loss of momentum in recent job numbers may moderate expectations 

somewhat. The pullback of 71 k jobs in November is significant. Year -to-date 

performance is still decent at 285 k new jobs. Notably, Ontario was largely 
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immune to the latest reading with employment holding steady, though unemployment 

ticked up as more Ontarians looked for work. Meanwhile, premiers from Ontario and 

Quebec are actively lobbying the federal government for greater economic 

immigration to address ongoing labour shortages. PIT revenue flows are typically 

stronger in the final quarter of the fiscal year, as non-payroll employees file taxes 

(chart 1). So while a further deterioration in PIT revenues is a downside risk, it would 

not be unreasonable to expect PIT revenues around 4.5% at year end (chart 2).  

The outlook for corporate income tax (CIT) revenues may not be as severe as 

originally anticipated. Recall, Finance officials called for a drop in CIT revenues 

in the order of 11.3% in Budget 2019. This was a good-news/bad-news forecast with 

the accelerated depreciation measure to provide significant corporate tax write-offs in 

FY20 that was estimated to cost close to $5 bn in government revenues. Ontario and 

Quebec offered additional incentives. However, a brief uptick in investment in 

machinery and equipment following its introduction last year was quickly erased as 

uncertainty weighed heavily on the outlook. An uptick of 7% in the most recent quarter 

(Q2 FY20) is positive, but its durability is still left to be seen (chart 3). Our own 

estimates anticipate M&E investment up by a modest 1% in 2019. 

More recent corporate revenue forecasts are less pessimistic. The PBO’s latest 

expectations call for a 2% drop. While Quebec and Ontario still expect a contraction in 

corporate revenues, owing in part to their own depreciation measures, both provinces 

tempered the expected declines in their mid-year updates. Meanwhile, pre-tax 

profitability should be relatively flat for 2019. It would not be unreasonable to assume 

flat corporate tax revenue growth this year. 

This year’s budget balance could reasonably benefit from a boost of around $3 bn. 

In June, the PBO set the election budgetary baseline at $20.7 bn for FY20, which was 

adopted by the Liberal Party in its own platform costing. Holding other risers at 

Finance forecasts, PIT growth in the order of 4.5% and flat CIT revenues would yield 

a deficit of about $17 bn. In reality, this is not far from the original $19.8 bn (including 

a $3 bn risk factor) deficit forecast for FY20 as set out in Budget 2019, but it obscures 

an over-performance in revenues against expenditure overruns. 

BASELINES MATTER 

There will be arguments for prudence. The PBO has recently revised its 

projections for FY20, forecasting now a slightly larger deficit of $21.1 bn. There is no 

doubt plenty of reason to remain prudent on assumptions including the sharp pullback 

in employment in November, against a backdrop of prolonged global trade uncertainty 

that is weighing on growth. Importantly, federal program spending is also elevated. 

The government will also want to take on a cautious tone with an abundance of 

prudence built in at this stage given this update will arguably provide the fiscal 

baseline against which the entire mandate will be assessed.  

The update should stick close to the medium-term fiscal baseline set out during 

the elections. It will bake in the recently announced tax cuts to this campaign 

baseline, but with much debate (and horse-trading) ahead, it will not likely introduce 

significant new measures over the medium term in this update. Nevertheless, the 

government can be expected over time to add to this baseline in line with its election 

platform that added net new spending investments and tax cuts ramping up from 

about $4 bn next year (FY21) to $9 bn by FY24. Even with the projected new 
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spending, the deficit would still be modest, peaking next year around 1.2% of GDP 

before declining marginally over the mandate to about 0.8% of GDP.  

THE BILLION(S) DOLLAR QUESTION 

The looming question is whether the federal government will respond swiftly to 

Western demands in the near term in the hopes of resetting a more collaborative 

relationship for longer term gains. In a joint statement last week, Premiers 

unanimously rallied behind their oil-producing colleagues, calling for modifications to the 

Fiscal Stabilization Fund, a federal transfer program that provides financial support to 

provinces facing a significant decline in revenues following an economic shock (with 

various caps and caveats). Among changes, provinces would like to remove the per 

capita cap with retroactive payments. Alberta received $251 mn in 2016 following the 

collapse in oil prices, whereas various proposals put a payout in the range of $1.7 bn to 

$4 bn. Alberta Premier Kenney is publicly pressing for a one-time payment of $2.4 bn for 

retroactive losses.  

Setting aside broader questions of equity, effectiveness, and sustainability of current federal-provincial fiscal 

arrangements, the federal government may be tempted to take a pragmatic approach. It may decide to compensate 

affected regions with revenue windfalls that can be expected this year. This move would be temporary as crude prices are 

expected to recover and egress challenges abate, while it may also buy (some) good-will to advance an ambitious climate agenda 

down the road. And more pragmatically, it allows the government to spend unexpected billions as it heads into the final quarter of 

the fiscal year. 
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