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ECON 318: Canadian Economic Policy & Institutions  2014-2015
Notes for Lecture -- 012
DEBTS & DEFICITS IN POST WAR CANADA

Budget Deficits & Surpluses
· Between 1969/70 and 1996/97 the federal government registered a budget deficit in every year. The peak deficit of $42b in 1993/94 amounted to 3.5% of GDP.

· This run was followed by a dramatic turnaround which, three years later saw a surplus that continued for ten years (until 2007/08)
· The onset of the global recession in 2008 resulted in the Government of Canada posting large budgetary deficits.

· The deficits were the result of the following:

· Extra support provided to Canadians through higher Employment Insurance (EI) benefits, over $1 billion in personal income tax reductions, undertaking of numerous infrastructure projects as part of Canada's Economic Action Plan.
· The recession has resulted in a weakening in tax collections.
· Canada’s fiscal management has been hailed internationally.

· The provincial picture has been qualitatively similar. They too ran deficits for most of the early years, experienced a turn around in the nineties, and collectively managed to run a surplus by the year 1999/2000
Federal Debt (Accumulated Deficit)

· The federal debt, referred to in the budget documents and the Annual Financial Report of the Government of Canada, is the accumulated deficit –  the federal government’s main measure of debt.

· The federal debt (accumulated deficit) is the difference between the Government’s total liabilities and its total assets, both financial and non-financial. Non-financial assets include tangible capital assets, such as land and buildings, inventories and prepaid expenses. The annual change in the accumulated deficit is equal to the budgetary balance plus other comprehensive income or loss.
· The federal debt (the difference between total liabilities and total assets) stood at $602.4 billion at March 31, 2013. The federal debt-to-GDP (gross domestic product) ratio was 33.1%, down from 33.2% a year earlier.

· Net debt represents the total liabilities of the Government less its financial assets. Financial assets include cash and cash equivalents, accounts receivable, foreign exchange accounts, and loans, investments and advances.
[image: image1.png]Composition of the Federal Debt, as at March 31, 2013

Gross debt
$1,010.8 bilion

Y

Less
financial assets
$339.4 bilion
(cash, reserves, loans)

UNMATURED DEBT

Market debt

$668.0 bilion
(malksbable bonds, treasury

(capital assets)

A4

Federal debt
$602.4 bilion
(accumulated deficit)

Market debt value
A4 adjustments and
capital lease obligations
Net debt -$1.0 billion
$671.4 bilion
A
Less Pensions and other liabilities
non-financial assets $225.0 billion

$68.9 billion

Accounts payable and
accrued liabilities
$118.7 bilion

Focus
of debt
strategy

Interest-
bearing
debt




· Public debt charges amounted to $29.2 billion, or 11% of expenses in 2012–13. This is down from a peak of nearly 30% in the mid-1990s, when public debt interest was the largest component of spending.
· Interest costs divert taxpayer dollars from important social services for Canadians
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· Market debt costs are the largest component of public debt charges (public debt charges also include interest expenses on non-market liabilities).  The cost of market debt decreased slightly from $16.7 billion in 2011–12 to $16.4 billion in 2012–13, reflecting a lower weighted average rate of interest on market debt

· The weighted average rate of interest on market debt was 2.45 per cent in 2012–13, down from 2.65 per cent in 2011–12. The decline largely reflects the decrease in the average interest rate on marketable bonds.
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· As at March 31, 2013, domestic investors held about 70% of Government of Canada securities. Thus, the majority of the national debt is money that the Government of Canada owes to Canadians.
· Among domestic investors, insurance companies and pension funds held the largest share of Government of Canada securities (23%), followed by chartered banks and quasi-banks (14%) and other private financial institutions (12%). Taken together, these three categories accounted for about half of outstanding Government of Canada securities.
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· About 30% of Government of Canada marketable securities were held by non-resident investors, up about 5 percentage points from 2011–12, owing partly to the growing investment in Canadian-dollar assets by sovereign reserve managers attracted by Canada’s stable AAA status. At 30%, the level of non-resident holdings of Government of Canada debt remains low compared to other sovereigns.
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· Receiver General (RG) cash balances on deposit with chartered banks and other financial institutions are invested in a prudent and cost-effective manner. Since February 1999, when Canada’s electronic funds transfer system—the Large Value Transfer System—was implemented, RG cash balances have been allocated to bidders twice daily through an auction process administered by the Bank of Canada. These auctions are used by the Bank of Canada in its monetary policy implementation to neutralize the impact of public sector flows on the financial system.
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Debt-to-GDP Ratio

· In the immediate post war period, the ratio of federal government debt to GDP was in the region of 100%.  Then, this ratio fell steadily through to the early 1970s, by which time it reached 20%.

· But by the mid 1990s, this federal ratio had reached almost 70%.  Adding the provincial debts to the federal debt brought the ratio up to 100%

· As reported by the Organisation for Economic Co-operation and Development (OECD), Canada's total government net debt-to-GDP ratio, which includes the net debt of the federal, provincial/territorial and local governments, as well as the net assets held in the Canada Pension Plan and Québec Pension Plan, stood at 34.5 per cent in 2012. This is the lowest level among Group of Seven (G-7) countries, which the OECD expects will record an average net debt of 87.0 per cent of GDP for the same year.
· Canada’s net debt is expected to remain the lowest, by far, of any G-7 country
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· Further progress is needed to put the sovereign debt burdens of some euro-area countries on a sustainable path
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Looking at the historical data 

· The growth rate in GDP was very strong in the post-war years relative to the interest rate. This largely explains why the debt-to-GDP fell so precipitously during this period.  In addition, in this early period, the Primary Balance was also in surplus, and the debt fell for both of these reasons. 

· 1973/74 was a crucial year, as the Primary Balance went into deficit and stayed there until the mid-1980s. The growth rate continued to stay above the interest rate for a few more years, but eventually the interest rate rose sufficiently to make the deficit situation worse.

· In the late 1980s the PB was in surplus under the Mulroney government. But the overall balance was still in deficit because of the interest payments on the debt.

· This continued until Paul Martin faced the situation. Post-1995 the situation improved on account of both a healthy PB and also a favorable relationship between the interest rate and the rate of growth.  

The key events

· In the post war period, the first cataclysmic event was the energy price shock of 1973/74 when the OPEC oil cartel increased the price of oil from about $3 per barrel to $10 per barrel.  This had a major impact on the West, by reducing purchasing power and transferring sums to the oil exporting countries. This slowed the Canadian economy, created unemployment and reduced tax revenue.

· The world had changed and required adjustment. It came gradually in the form of reduced oil consumption for the private sector.  However, the Trudeau liberals were spending freely on programs considered socially worthwhile. When interest rates began to rise a few years later, the debt to GDP ratio began to deteriorate. By the mid 1970s the deficit ran up to 3% of GDP and stayed there for a generation. From 1975 to 1995 the nominal value of the federal debt rose twenty fold.

· By the mid 1980s the Bank of Canada had decided that its mission was primarily to fight inflation. For the next several years the BoC followed a policy designed to fight inflation, and this policy came with a big cost to the economy. 

· Inflation was running high in the mid 1980s.  By the mid 1990s the Canadian inflation rate was below the US rate and it has stayed in the same neighborhood ever since. But in the short term the price that Canada had to pay for this inflation fight was substantial. By tightening the rate of growth in the money supply to slow down demand and wage demands, the BoC put nominal interest rates several points above the corresponding US rates, which, with a lower inflation rate made real interest rate differential even greater. 

· The consequence of these high rates was that investors poured their money into the Canadian money market in order to benefit from the higher return.  This drove up the price of the Canadian dollar dramatically in the early nineties.  The lower exchange rate in turn made exports more expensive and imports cheaper and this exacerbated the balance of payments problem and led to a loss in export-related jobs. Higher interest rates also adversely affected domestic capital investment. 
· The government budget balance deteriorated because of slow revenue growth due to the recession and an increase in welfare payments and in unemployment insurance payments.  Furthermore, unemployment hit a record of 12% and over three million persons depended on welfare income at the peak in 1994.  The Federal-Provincial combined Debt to GDP ratio went above 100%.  The situation was so dramatic that the government increased taxes in the middle of the recession.
· In retrospect many economists believe that the BoC adopted an excessively aggressive policy on the money control front.  Nonetheless, if the government had applied some more fiscal discipline earlier the Bank might have been able to prescribe weaker monetary medicine.

The 1990s recession

· Combined provincial and federal deficits doubled between 1989/90 and 1992/93. These deficits were extremely large - amounting to 9% of GDP in the nadir of the depression. As a percentage of GDP the combined outstanding debt rose from 70% of GDP to over 100% of GDP.  This was truly a catastrophic period. And the provincial balance sheets actually deteriorated by more than the federal balance sheets at this time.

· The provincial picture was a disaster both because the provinces occupy cyclically sensitive tax areas (personal and corporate income) and also because they are responsible for welfare.

· Welfare (or Social Assistance) also suffered from a revenue shortfall.  Before the mid 1990s reforms, welfare was a 50-50 program in the sense that the federal government automatically paid for half of the costs incurred by the provinces, under what was then called the Canada Assistance Plan (CAP). 

But the following developments occurred at this time.

1. First the Liberal and NDP governments in Ontario increased welfare benefits and, in conjunction with an increase in the number of claimants, this increased provincial AND federal costs.

2. The federal government, feeling the pinch of this development decided to renege on the 50-50 sharing arrangement with Canada’s three richest provinces - BC, Alberta and Ontario. Before long the federal government’s share was down to 30% and the provinces were carrying 70%.

3. While the Mulroney government brought the operating balance back into surplus, this was not sufficient to counter the interest costs of the outstanding debt, with the result that the overall debt position continued to deteriorate.  One of the reasons why the Mulroney government was unwilling to reduce provincial transfers as part of a deficit-reduction strategy in the late 1980s could be that he did not to alienate potential provincial allies in the run-up to the Meech Lake conference.

The Historic Budget and Economic Circumstances

Mr. Martin’s first budget as Minister of Finance, tabled in February 1995, began the fiscal turnaround. He reduced the budget deficit slightly from its peak of $42 billion in the fiscal 1993-94.  However, in the 1997-98 fiscal year he registered the first of a series of surpluses until 2007-08. 

This major accomplishment was due to the adoption of new budgeting procedures, the taking of some tough and unpopular decisions, and luck in the form of favourable economic conditions.
Budget mechanics
1. On the management front, the government alerted Canadians to the need for expenditure reductions. In addition, the Department of Finance was given more power in Ottawa in overseeing the expenditure plans of other departments.

2. In an effort to avoid underestimating the deficits (as was the past experience), the forecasting process of key macroeconomic variables was streamlined to concentrate on the current year and the two following ones (as opposed to a five-year period that was used before).

3.  As for the forecasts that were to be used in the budget, the government involved the private sector in forming forecast values for key economic variables such as growth, inflation and interest rates; the government adopted ‘prudent’ values on the basis of these forecasts, which had the effect generating a larger deficit or smaller surplus. On the basis of this, Mr. Martin announced a set of deficit targets that would be met “come hell or high water”.

4. Another novelty, to put aside $3b per annum (as an expense) in the form of a contingency fund, and this $3b would automatically go towards debt reduction if unused.   These measures resulted in a predicted deficit of $24b for 1996/97, but the actual deficit turned out to be about $9 billion!
Fiscal policy changes
5. The federal government reduced the Canada Health and Social Transfer by several billion dollars in the first few years of fiscal austerity, thus unloading a sizeable amount of its deficit to the provinces.  Several years later, reductions in transfers to the provinces were corrected.
6. Program cuts were an essential component of meeting the deficit targets. Public employees were not replaced upon retirement. Program ‘reviews’ were adopted that saw a reduction in total departmental expenditures. In terms of program spending, as a percent of GDP, these measures had a monumental impact. From a value of 17.5% in 1992/93 this ratio fell to 11.7% in 1999-2000.

7. Selected privatization contracts and deregulation activities
8. Transfer of selected powers to provinces (tourism, forestry, mining, training, etc) without a corresponding transfer of finances
9. The government also maintained EI contributions at a level that saw the program run a surplus of several billion dollars for several consecutive years that were used by the government.

10. During the period until 2004, tax brackets were adjusted only if the inflation rate went above three percent, but from this time forward the inflation rate remained below 3%.  Consequently the government got increased income tax revenue on account of the lack of indexation - individuals getting small nominal increases found themselves paying more tax even though their real income might not have risen at all.
Favorable external factors
11. External circumstance changed for the better. The US economy had begun to expand (much earlier than the Canadian economy) after the onset of the recession in 1990. Since the US is our main export destination, an expanding US economy was critical for export growth.
12. The inflation rate had fallen to such a degree that interest rates followed suit. This meant that the interest rate costs on the outstanding federal debt began to decline.  Furthermore the dollar began to decline relative to the US dollar, further helping exports.

Meanwhile, what happened to the provinces during these years?

· The combined provincial deficit reached its peak of $25 billion in 1992-93.  It followed a similar pattern to the federal turning into surplus in 1999-2000.

Managing the Surpluses

The success in taming the deficit does not necessarily imply a success for the accumulated debt, unless the surpluses are used to pay it back.
The politics of managing the surplus are more difficult than those associated with achieving budget balance.
Part of the problem was the overwhelming success of the budget measures that resulted in consistently underestimating the budget surplus.  Suspicions were generated that the good results were not the outcome of accountability, transparency, and fiscal responsibility but the result of a strategy on the part of the government (liberal) to create the funds necessary for its spending priorities.

A lot of discussions and lobbying from both sides took place:  those that were in favor of using the surplus to pay back the debt; and those that were in favor of lowering taxes (payback time for the sacrifices) and/or spending on new programs.  

Political authorities declared fiscal victory (having won the deficit battle) and embraced the “payback time for the citizens” slogan and adopted the following operative scheme for the management of the surplus:  half of it would go to new spending programs, and one half to a combination of tax cuts and debt repayment.  Therefore, by 2008 we are still with a more than 50% Debt to GDP ratio. 
In reality, the Canadian economy was aided by the booming US economy in creating extra pro-cyclical revenues (whereas automatic stabilizers had been falling).  The government tried to respond with one-off spending schemes (in order not to increase the base of expenditures) like the Canadian Millennium Scholarships that were announced in 1998.  Also, in order to increase transparency, the government presented 5-year estimates of budget surplus, while the budget continued to relate to one year with two following.

The 2000 budget and the subsequent October Economic Statement led to the largest tax cut in Canada’s history, 58 billion over 5 years, while also restoring full indexation in personal income taxes.  In addition, the government embarked in a major investment program in the areas of health, education, and the environment.
During the 10-year period (1998-2008), the surpluses accrued to Ottawa reached almost $90 billion.  This was due to especially a rapid increase in revenues.  Thus, in spite of the significant increase in expenditures (especially after 2002) and the tax cuts, the government was able to register significant surpluses which gave it a large room to maneuver for the application of discretionary fiscal policy.
The discretionary fiscal policy actually represented an intrusion into provincial areas of jurisdiction such as healthcare, post-secondary education, initiatives for children and the cities.  The rationale for this shift in focus of the federal priorities was the fact that the economy had also evolved from a resource-based toward a knowledge-based one.  Therefore, nation-building in the information and human-capital era focuses progressively around citizens rather than resources.  
The massive cuts to provincial cash transfers in the 1995 budget took their toll on provincial finances.  Eventually, the federal government put back more money than it took away.  However, if the 1995 proportion of transfers to GDP had been maintained, the provinces would by 2003 have received an additional $60 billion.
The minority governments
On December 12, 2003 Paul Martin was sworn as prime minister (replacing Jean Chretien).  While everyone expected that he would also win easily the elections scheduled for June 2004, he won but only formed a minority government, thanks to a large extent to the sponsorship scandal that had just erupted.
Since that time and until 2011, Canada was governed by minority governments, which implies that their budgets could only be compromises to ensure their survivability.
Provincial Finances and Fiscal Federalism
· On the revenue side, the provinces collect income taxes, general and specific sales taxes, property taxes, and they are responsible for managing the contributory workers’ compensation programs.  Federal transfers to the provinces constitute an important part (close to 20%) of provincial revenues.  The two largest of these cash transfers are the CHST (allocated on an equal per-capita basis) and equalization payments (allocated on a fiscal deficiency basis ranging from zero for the well-off provinces to roughly $2,000 per capita for the least-well-off provinces).
· In terms of expenditures, the provinces spend more than the federal government due to the fact that major spending areas are under provincial jurisdiction (healthcare, education, welfare) as well as a range of sub-national government services (roads, police, power, telecommunications, training etc.)

· In the early 1990s recession, the aggregate provincial deficits increased by $20.4 billion, while the federal government deficit increased by only $9.9 billion.  Part of this difference was due to the fall of the cyclically-sensitive income tax revenues and the rise in welfare payments.  In addition, ill-timed and inappropriate federal initiatives like scaling down of Canada’s stabilization program had a very negative impact on the provincial finances.
· Despite the magnitude of the cuts in provincial cash transfers in the 1995 federal budget, the strength of the late 1990s boom was such that the provinces managed to return to overall surplus in 1999-2000, two years after the federal government did.  This turnaround proved to be short-lived as the provinces returned to deficit in 2002-2003 and remained there for two years until 2005, when Alberta’s strong oil revenues permitted the combined provincial budgets to get into surplus again.
· This anomaly of having several provinces running deficits while Ottawa was running successive surpluses provided the political and economic backdrop for the provinces, led by Quebec, to create the all-provinces’ Council of the Federation (COF) in 2003.  The initial priority of the COF was to work toward redressing the vertical fiscal imbalance (VFI) in the federation, namely the situation where the federal government has access to revenues well in excess of its jurisdictional responsibilities (and vice versa for the provinces) that were spent by the federal government in areas of provincial jurisdiction, as if Ottawa was another province.
· The COF can claim some considerable success in redressing aspects of VFI, at least in relation to mushrooming healthcare costs that represent about 50% of the provinces’ total program spending.  The restoration of healthcare and equalization funds agreed to in the fall of 2004 closely paralleled the recommendations advanced by the COF.
· However, the recent significant increases in the price of oil have created a new reality for the economic and political geography of federal Canada and in the process complicated the vertical fiscal balance issue, since Newfoundland along with British Columbia and Saskatchewan have joined Alberta in the group of haves leaving Ontario in the group of have-nots.  This may serve to undermine the COF campaign for restoring vertical fiscal balance, at least with respect to these four provinces.
· However, in its place there is now growing concern about horizontal fiscal imbalance (HFI) across the provinces.  Ottawa cannot get access to the energy revenues accruing to the energy-rich provinces.  As a result, provinces will find it difficult to provide “reasonably comparable levels of public services at reasonably comparable levels of taxation” (section 36.2 of the Constitution).

Global Recession of 2008-2009 and Canadian Economic Recovery
The global financial crisis has resulted in the deepest and most widespread global recession since World War II. The global economic situation deteriorated significantly throughout 2008 and in early 2009, with serious disruptions to global credit markets. Deteriorating global economic conditions were accompanied by sharp declines in the prices of commodities produced in Canada.

As an open economy, Canada has been significantly affected by these global developments. Canadian economic growth began to slow in 2008 and by the fourth quarter, the Canadian economy entered a recession. Real GDP declined by 3.7% on an annualized basis in the fourth quarter of 2008, followed by a contraction of 6.1% on an annualized basis in the first quarter of 2009.

Although Canada was clearly affected by the global financial crisis, the Canadian economy has fared better than other major industrialized countries. Canada was the last Group of Seven (G7) country to enter recession in 2008 and has experienced one of the smallest declines in output among major industrialized economies. Moreover, the Canadian labour market has fared much better than that of the U.S., with job losses less pronounced in Canada and the unemployment rate now two full percentage points lower than in the U.S.

Canada's relatively strong performance is due to its strong fiscal position, a stable housing market and a financial system that is considered amongst the strongest in the world. As a result, while Canadian exports and production have been affected by developments abroad, the impact of the global recession on the domestic economy has been far less severe than in other countries.

Canada's relative economic and fiscal strength has allowed the Government to put in place Canada's Economic Action Plan, one of the most comprehensive stimulus packages in the world. 

Canada's Economic Action Plan (EAP)
It was introduced in January 2009 –  a vast set of initiatives aimed at providing a boost to the economy.  The total value of the EAP was $60 billion, offered in the form of:
· Reduced personal taxes permanently.

· Enhanced EI benefits, as well as EI training and work-sharing program.

· Massive injections in infrastructure projects.
· Additional support to the housing sector through the Home Renovation Tax Credit.

· Improvements in infrastructure at colleges and universities and supporting research and technology.

· Injections of cash in industries and communities most affected by the global downturn.

· Improved access to and the affordability of financing for Canadian households and businesses.

The Recovery

· The economic recovery in Canada began in the third quarter of 2009, led by a solid recovery in domestic demand. Real GDP increased by 0.9% in the third quarter and 4.9% in the fourth quarter of 2009. The recovery continued in 2010 and 2011 but at a weaker pace since 2012.
· In spite of the strength of Canada’s domestic economy, overall real GDP growth has been dampened by a weak external environment, which has contributed to slow export growth.
· While Canada’s economy has grown for nine straight quarters, weakness in the global economy has restrained real GDP growth since the beginning of 2012
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· Modest domestic growth since early 2012 has also been reflected in lower consumer price inflation, which is consistent with the experience in most advanced economies 
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· As a result of Canada’s stronger economic performance both during the recession and over the recovery, the level of output had virtually returned to its pre-recession level by the second quarter of 2010, the first G-7 country to have done so.
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· The global economy is still recovering from the recession. Global financial market conditions have improved markedly and commodity prices have rebounded.
· Canada has had the strongest growth in private domestic demand in the G-7 during the recession and recovery
· Private domestic demand is the sum of consumption and investment (including housing) by households, businesses and the non-profit sector.  The pre-recession peak in real GDP was in 2008Q3 for Canada.
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· Canada’s business investment performance has been by far the strongest in the G-7 during the recession and the recovery 
· The pre-recession peak in real GDP was in 2008Q3 for Canada.
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· Canada’s foreign direct investment (FDI) performance over the recovery is the best in the G-7 

· Canada’s steady economic growth over the recovery has led foreign investors to invest in Canadian industries.
· FDI has helped to bolster GDP growth and to create jobs.
· Inflows of FDI in Canada have grown at an average annual rate of almost 30% (the best among G-7 countries) compared to average growth in global FDI inflows of 4%.
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· Canada has posted the strongest employment growth among G-7 countries since July 2009, recouping more than all the jobs lost during the recession
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· Canada’s labour market has outperformed that of the United States
· The employment situation in Canada contrasts sharply with that of the U.S., where employment remains below pre-recession levels almost five years after the end of the global recession
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· When Canadian unemployment is measured on the same basis as in the U.S., the unemployment rate in the U.S. would be 0.6 percentage points higher than in Canada
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· Moreover, the Canadian labour market has maintained a much higher labour force participation rate, which indicates that there are fewer discouraged workers in Canada, as more of the unemployed are seeking work and finding it.
· In contrast, the U.S. participation rate has declined sharply and stands near its lowest level in more than 35 years, reflecting a significant increase in the number of discouraged workers that have quit the labour market. As these discouraged workers are no longer considered to be unemployed, this has resulted in a somewhat artificial reduction in the U.S. unemployment rate. In fact, if the change in the U.S. participation rate had matched that in Canada, its unemployment rate would stand at about 9%
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· The stronger performance of the Canadian labour market is also reflected in the long-term unemployment rate (the number of people unemployed for a period of at least 27 weeks as a share of the labour force). Canada’s long-term unemployment rate stood at 1.4% in 2013, below its historical average since 1976 and well below the U.S. level of 2.8%, which remains more than double its average over the same period.
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· While Canada’s labour market has performed well, particularly relative to that of the United States, imbalances between unemployment and job vacancies have risen over the recovery. Canadian firms are experiencing more difficulty in hiring than the unemployment situation would normally warrant.
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· Canada’s unemployment rate is 7% about 1 percentage point above its pre-recession level, whereas the job vacancy rate (the share of jobs available that are unfilled) reached 4.2% in January 2014, a level similar to its pre-recession level.  Unemployed individuals have more difficulty filling vacant positions.
· The job vacancy rate is the number of online job postings divided by total labour demand, that is, online job postings plus occupied positions (total employment)
· Employers and business associations across the country are expressing growing concerns about the difficulty in finding skilled workers. For instance, the Canadian Manufacturing Coalition and the Canadian Federation of Independent Business (CFIB) report that about a third of businesses surveyed—double the level recorded by the CFIB in 2010—are experiencing skills shortages restricting their expansion.
· Acute labour shortages are currently concentrated in specific sectors and regions of the Canadian economy, partly explaining the absence of widespread wage pressures. Recruitment difficulties and wage pressures are particularly severe in skilled trades occupations in sectors such as mining, oil and gas extraction and construction. Canadian employers also have ongoing difficulty hiring high-skilled professionals in science-based occupations such as engineers and architects.
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· The number of firms reporting labour shortages is expected to continue to increase as the economy improves further and the unemployment rate returns to pre-recession levels. In addition, population aging and the associated weaker growth in labour supply could exacerbate these labour shortages over the medium term.
· The supply of apprentices in Canada is relatively small compared to other countries
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· The Government remains on track to return to balanced budgets in 2015
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· Federal debt as a share of GDP is expected to decline next year and to fall to 25% of GDP by 2021, the lowest, by far, of any G-7 country and among the lowest of the advanced G-20 ones.
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· Residential mortgage credit growth has slowed in line with more sustainable housing market activity

· The most recent increase in housing activity and prices has not been accompanied by an acceleration in residential mortgage credit growth. This suggests that homebuyers are purchasing homes with larger down payments and that existing homeowners are taking advantage of low interest rates to pay off their mortgages at a faster rate.
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Why do we need to tackle the Debt?
Why should we be worried about debt levels?
· Demographic developments will pose a big challenge to health care, and therefore outstanding debt levels should be lower than at present.
· A second reason is that if interest rates rise, then the cost of servicing the debt will increase.
· Third, if the economy heads into a recession the government may have to run a deficit - typically welfare payments and employment insurance payments increase while revenues decline. A high outstanding stock of debt limits the degree to which governments can afford to run a deficit that will add to its existing debt.

Concern about the debt in Canada may be overstated, because

· Canadians own about 70% of Public Debt 
· Some of public borrowing finances investment in physical and human capital, which raises future output and tax revenue that will help to pay off the debt
· Canada Continues to Receive the Highest Possible Credit Ratings
· Canada is now one of only a handful of countries in the world, alongside Australia, Denmark, Finland, Sweden, Norway, Switzerland and Singapore, that continues to receive a triple-A credit rating, with a stable outlook, from all the major credit rating agencies. 
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