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FISCAL AND TAX POLICY

Getting Serious: A Shadow Federal Budget for 2022

by
William B.P. Robson, Don Drummond, and Alexandre Laurin

B The federal government’s massive spending and borrowing during the COVID-19
pandemic has desensitized Canadians to fiscal excess.

B The government has promised costly new programs without revenue to cover
them or measures to boost economic growth and the tax base. This Shadow
Federal Budget for 2022 changes course, focusing on growth and ensuring
Canadians have the fiscal resources they will need for post-pandemic challenges.

Since the COVID-19 pandemic hit in early 2020, Canadian federal fiscal policy has largely
prioritized mitigating its economic damage through support to individuals and businesses. However
impressive the speed with which it was delivered, the scale and duration of COVID-related spending
have exceeded the requirements of the emergency. The government has also added or promised
major programs not related to the pandemic. Elected representatives and many Canadians

have become too used to announcements of tens or even hundreds of billions of dollars of new
commitments.

Such spending, unmatched by new revenue, is reducing Canada’s capacity to address the many
economic challenges it faces. The 2022 federal budget should change course. Federal fiscal policy
should emphasize growth and fiscal sustainability.

The authors would like to thank Daniel Schwanen, Rosalie Wyonch, Robin Boadway, John Lester, Nicola
Pantaleo, Thomas Wilson and members of the C.D. Howe Institute’s Fiscal and Tax Competitiveness
Council for helpful comments on an earlier draft. The authors retain responsibility for any errors and
the views expressed.
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Table 1: Medium-Term Fiscal Projections with Shadow Budget Initiatives

2021/22 2022/23 2023/24 2024/25 2025/26 2026/27

($billions)
Baseline Projections
Revenues 380.3 398.0 420.0 4449 468.5 491.5
Expenditures 528.3 464.0 471.0 478.9 496.4 510.9
ﬁiﬁ::;y Balance before -148.0 -66.0 -51.0 -34.0 -27.9 -19.4
Shadow Budget Initiatives
Supporting Economic Growth -11.5 -12.8 -3.5 -7.3 -8.3
Fiscal Prudence 10.2 27.3 37.7 39.8 42.1
Debt Charges' Saving 0.0 0.0 02 0.6 1.1
Total -1.2 14.5 34.3 33.1 34.8
New Budgetary Balance -148.0 -67.2 -36.5 0.3 5.2 15.4
Net Debt (Accumulated Deficit) 1,195.0 1,262.2 1,298.7 1,298.4 1,293.2 1,277.8
Net Debt as Percent of GDP 48.2 48.5 48.0 45.9 44.2 42.1

Source: Table 3 below.

This Shadow Budget also breaks with the past in putting the government’s financial position and projections
for revenues and expenses, deficits and net debt front and centre — on this page. Recent federal budgets have
buried key numbers in annexes after hundreds of pages of repetition and political messaging. To give these
numbers the prominence they deserve, Table 1 presents our outlook based on the government’s Fall Economic
and Fiscal Update (Fall Update) and our own judgment, the projected impact of this Shadow Budget’s measures
and the resulting new trajectories for the bottom line and the federal government’s accumulated deficit.

Our Shadow Budget would ensure a sustainable path for federal and national finances. The ratio of net debt
to gross domestic product (GDP) would decline immediately, and deficits would end by fiscal year 2024/25. The
combination of growth-enhancing and fiscally prudent policies would redress the damage COVID has done to
federal fiscal capacity, and provide more resources Canadians will need to address an aging population, climate
change and the energy transition, subsequent pandemics, and challenges we do not yet foresee.

The Fiscal Framework

A Commitment to Transparency and Accountability

Reflecting the government’s commitment to presenting spending estimates that match budget projections,

the fiscal year 2022/23 Main Estimates accompanying this Shadow Budget follow Public Sector Accounting
Standards, and will appear before the start of that fiscal year, after appropriate vetting by the Treasury Board. The
2023/24 Main Estimates will appear by mid-February of that year, simultaneously with the 2023 federal budget.
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This Shadow Budget also breaks with the recent past in being transparent about figures and assumptions. It
lays out the assumptions underlying its economic and fiscal projections.! It clarifies its presentation of revenues
and expenses and the costs associated with pension plans for federal employees. In addition, it commits to
appraise any new significant spending policies, programs or investments using transparent benefit-cost methods
developed in consultation with third-party experts, such as in the UK Green Book (United Kingdom 2020), and to
make the appraisal available publicly.

The Fall Update (Canada 2021) presents two economic scenarios in addition to its main outlook (Canada
2021). The baseline for our fiscal plan is the slower recovery alternative.

The Update’s main outlook, based on private forecasts, projected higher nominal GDP than expected in
the 2021 budget: an average of $87 billion per year over the five-year forecast horizon. The resulting boost to
revenue would have lowered Ottawa’s accumulated deficit by some $91 billion by 2025/26 — if actions in the
Update and since the 2021 budget had not absorbed about two-thirds of it. In contrast, the slower-recovery
scenario, involving more prolonged supply chain bottlenecks and a more severe effect of the Omicron variant of
the COVID virus, projects nominal GDP up by less: an average of $50 billion per year over the budget horizon,
while the deficit would be about $6 billion higher on average.

The Shadow Budget's planning baseline starts with a $148 billion deficit in fiscal year 2021/22, deficits of
$66 billion in 2022/23 and $51 billion in 2023/24, and continued borrowing through the end of the projection
period (Table 2). The federal debt-to-GDP ratio would decline only marginally, from 48 percent of GDP to 46
percent in 2026/27.

The Importance of Economic Growth

The 2021 federal budget and Fall Update were missed opportunities to engage Canadians in a discussion about
the economic and fiscal challenges facing the country.

The challenges are many. COVID will continue to cause economic harm and require fiscal supports. Higher
interest rates are needed to rein in inflation and discourage debt accumulation. That shift will be jarring. Until
the Bank of Canada’s recent increase in its policy rate to 0.50 percent, the question of when the Bank would
move the rate up from its emergency level of 0.25 percent overshadowed the implications of its returning
to more normal levels. The Bank has said a more normal level for the policy rate would be between 1.75
and 2.75 percent, and recent higher-than-expected inflation may mean a rate higher than that. Debt is high
everywhere: among households, businesses and governments. The higher the debt goes while interest rates are
low, the greater the risk of instability when interest rates increase.

Climate change poses a twofold risk to the fiscal outlook. First, notwithstanding the federal government’s
insistence on the existential threat of global warming, more frequent and costly natural disasters do not figure in
its projections. The 2021 budget presented no downside long-term scenarios. Instead, it presented two upside
scenarios, adding 0.2 and 0.4 of a percentage point of annual real growth to Finance Canada’s previous projection.
Second, actions to mitigate climate change will mean economic disruption. Canada’s economy is carbon intensive:
simply replacing fossil fuels in transportation and home heating will involve massive expenditures with no
concomitant increase in households’ current living standards and a potential decline in the tax base.

1 The 2021 federal budget was opaque in key places. Most notably, it showed (Canada 2021, 55) reassuring paths for
the debt-to-GDP ratio through 2055 without any supporting information.
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Table 2: Shadow Budget Baseline Assumptions and Projections

2021/22 2022/23 2023/24 2024/25 2025/26 2026/27

($billions except as noted)
Economic Growth (percent)
Real GDP growth 4.4 2.8 2.7 2.7 1.9 1.8
GDP inflation 7.6 2.2 1.2 1.7 1.8 1.8
Nominal GDP growth 12.3 5.0 4.0 4.5 3.6 3.7
Federal Revenues

Taxes on incomes, payroll, consumption and other 3423 356.0 374.0 3957 415.6 435.4

transactions

;{_T;lfz:: and charges for government services and 17.3 17.5 17.7 18.0 18.2 18.4

Investment income 20.7 24.5 28.3 31.2 34.7 37.7

Total Revenues 380.3 398.0 420.0 444.9 468.5 491.5
Federal Expenditures

Direct program expenses 260.5 210.9 207.1 199.1 201.6 202.6

Transfers to persons and governments 232.9 215.6 219.7 230.0 240.6 250.4

Gross debt charges 34.9 37.6 44.2 49.8 54.1 57.8

Total Expenditures 528.3 464.0 471.0 478.9 496.4 510.9
Summary of Federal Revenue, Expenditure and Balance

Taxes, fees, and other charges 359.6 373.5 391.8 413.7 433.7 453.8

Program spending and transfers -493.4 -426.5 -426.8 -429.1 -442.2 -453.0

Debt charges net of investment income -14.2 -13.1 -16.0 -18.6 -19.4 -20.2

Budgetary Balance -148.0 -66.0 -51.0 -34.0 -27.9 -19.4
Federal Debt

Net Debt (Accumulated Deficit) 1,195.0 1,261.0 1,312.0 1,346.0 1,373.9 1,393.3

Net Debt as Percent of GDP 48.2 48.5 48.5 47.6 46.9 45.9
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Canada’s aging population is also a twofold risk: it will slow growth of the economy and government revenue,
and it will put upward pressure on public spending. Higher seniors’ benefits are a direct federal responsibility,
and although the bigger challenge of healthcare costs is a direct provincial/territorial responsibility, the federal
government has promised a bigger Canada Health Transfer and a new transfer for mental health, so the pressure
will affect both levels.

The rise of global protectionism is another risk to economic growth. For decades, policy in Canada has
emphasized lowering international trade barriers. That strategy made sense for a small, open economy such as
Canada’s, particularly when much of the rest of the world was doing the same. But global supply chains now
look more vulnerable and protectionism is in vogue, including in Canada’s most important trading partner, the
United States.

Reducing the downside risks requires bolstering growth.? Relative to the 2021 budget’s 1.9 and 2.1 percent
annual growth projections through 2055, Laurin and Drummond (2021) suggest that a rate of 1.5 percent would
be more realistic — thanks to slow growth in the labour force, low capital investment and negligible growth in
output per unit of labour and capital combined.

Business investment per person in Canada’s labour force has been declining relative to such investment in
the United States and other developed countries since the middle of the past decade (Robson and Wu 2021).
Canadians need measures to foster jobs, investment and productivity growth to ensure future prosperity and
underwrite the tax revenues that will support federal programs and a return to a sustainable fiscal position.

The Importance of Lowering the Debt Ratio

Laurin and Drummond (2021) project that, with a 1.5 percent average real GDP growth rate, a gradual rise

in interest rates and modest new spending, the net debt-to-GDP ratio could rise to around 60 percent by mid-
century, rather than by the 30-40 percent range presented in the 2021 budget. A ratio around 60 percent would
raise risks itself, especially if interest rates are higher, and would mean less flexibility to respond to crises.
Younger and future generations of Canadians will need to mitigate and adapt to climate change, population
aging and other challenges yet unknown. An indispensable asset for them will be a federal government with the
restored capacity to deliver services sustainably.

A key sign of that restored capacity would be a federal debt-to-GDP ratio of around 30 percent — the level that
permitted robust responses to the 2008/09 financial crisis and the COVID-19 pandemic. And that level should be
reached over a foreseeable horizon, not decades from now. As John Lester notes in a recent C.D. Howe Institute
report, “Generations not yet born receive little or no benefit from cushioning the downturn but will pay a cost as
long as the debt is rolled over. The increase in debt should therefore be paid down before the next generation
starts working and paying taxes” (Lester 2021). A fiscal path with a persistently higher debt ratio puts the burden
of the income supports triggered by the pandemic, not on the cohort that benefited, but on future cohorts. This
burden would be in addition to the pre-existing fiscal liability future generations face due to population aging

2 David Dodge, former governor of the Bank of Canada and deputy minister of finance, has highlighted how little of the
currently added spending can be expected to bolster economic growth. About the package of post-pandemic stimulus
measures billed in the 2021 budget as a catalyst for longer-term growth, he said, “of that $100-billion ... if 'm very
generous, there’s maybe $25 billion that adds to public or private investment”; the rest, he argued, would increase
consumption (Parkinson 2021).
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and the escalating costs of healthcare (Mahboubi 2019) — when young Canadians’ education and early work
experience have already suffered from the pandemic.

Notwithstanding the debt ratio’s value as an indicator of fiscal health and sustainability, experience has taught
—alesson reinforced as recently as the second half of the past decade — that it is not an effective constraint year
by year. The debt ratio sanctions ongoing borrowing, relieving spending advocates of the need to justify their
proposals against alternative programs or required taxes, and it sanctions ongoing deterioration in the federal
government’s net worth, a key indicator of its capacity to deliver services. A debt ratio fiscal constraint also
turns out to be asymmetrical: when the economy booms, it allows larger deficits; when the economy slumps, the
government abandons it.

Moreover, focusing on the debt ratio appears to promote wishful thinking — notably, projections in which
interest rates are forever lower than growth rates. The roots of Canada’s problems in the 1990s were the
deficits the federal government started running in the 1970s, when the average interest rate on new federal
borrowing was lower than GDP growth. New programs looked cheap relative to taxes paid until the 1980s,
when that differential reversed, the debt ratio rose and interest payments grew as a share of the federal budget.
The Mulroney and Chrétien governments had to raise taxes and cut spending by multiple GDP points: between
fiscal years 1987/88 and 2007/08, Canadians on average paid 16.8 percent of GDP in federal taxes and received
programs valued at only 13.9 percent of GDP. This Shadow Budget would produce a surplus by fiscal year
2024/25, protecting Canadians from a repeat of that painful episode.

To set the stage for the measures that follow, we emphasize that the federal government should scrutinize
potential new spending more rigorously than in the past. It recently raised Old Age Security (OAS) payments,
benefiting a group that has a lower poverty rate than non-seniors. It is supporting childcare programs
irrespective of need. COVID-related deaths in long-term care are prompting flows of more resources into
institutions, rather than into home care and community-based living. The past provides key lessons, such as the
2006 boost in the Canada Health Transfer, which appears to have increased costs rather than improved services.
Higher transfers to the provinces do not guarantee better service to Canadians.

When new spending is justified, this Shadow Budget does not pass the bill to future generations. They will
have their own challenges to face — challenges current Canadians have helped create. It would be fairer to
pay for new spending and debt reduction with new revenue — either by increasing the Goods and Services Tax
(GST), as proposed in this Shadow Budget, or by using additional proceeds from the carbon tax, which is due
to rise steeply. Although a resurgence of the pandemic might justify delaying a return to surplus, the logic of
intergenerational fairness holds: any increase in borrowing relative to this fiscal plan should be small enough to
ensure that the debt ratio continues to fall.

Supporting Economic Growth

The Canadian economy is not suffering from any deficiency of demand that could be addressed by more transfer
payments and consumption spending by governments. An inflation rate of around 5 percent is a convincing
indicator that demand is outstripping supply. Therefore, the primary focus of the economic program in this
Shadow Budget is on boosting the labour force and labour force participation, increasing business investment
and raising productivity.
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Address Pressure on EI Premiums

Employment Insurance (EI) contribution rates are set to make the EI operating account’s cumulative balance

break even over a seven-year period. In the fall of 2020, the government froze 2021 and 2022 EI premiums at their
2020 level. At the end of 2022, the account is projected to show a $30 billion deficit, to be repaid over the next
seven years. This will require EI employee-paid premium rates to increase from their 2022 level of $1.58 per $100
of insurable earnings to $1.83 in 2027 on the employee side, with employer-paid premiums being 1.4 times this
amount. To prevent those hikes, this Shadow Budget would credit the EI operating account to cover the annual cost
of the further freezing of contribution rates over the projection period. Since premium hikes required by law are
already planned in the fiscal framework, this crediting would be expensed annually over the projection period as the
premium shortfall adds to the annual deficit.

Provide a General Investment Tax Credit

Canada’s stock of machinery and equipment and intellectual property (IP) products has been growing more
slowly than the labour force for years (Robson and Wu 2021), undermining productivity and wages, and causing
forecasters, including the Bank of Canada, to mark down their growth projections. This Shadow Budget would
implement a temporary general investment tax credit, applying to all investments in depreciable assets, including
intangibles, at a rate of 5 percent. It would come into effect on April 1, 2022, and run until April 1, 2024. Its
temporary nature would encourage early investment and its neutrality means managers themselves would decide
on what types of capital they need and what types of activities they pursue. Its net cost over the projection period
would be some $22 billion.

Lower the Corporate Income Tax Rate

Canada is losing its competitive edge in business taxation, notably against the United States (Bazel and Mintz
2017; McKenzie and Smart 2019). Newly proposed rules to limit the amount of interest costs deductible by large
firms would exacerbate this problem. This Shadow Budget takes a different tack. It would reduce the corporate
income tax rate by two percentage points, from 15 percent to 13 percent, starting in 2025, after the impact of
the temporary investment tax credit outlined in the previous section has faded.> A lower corporate income tax
rate would encourage investment and profitable activity in Canada, and create favourable conditions for wage
increases (Boadway and Tremblay 2016). This change initially would reduce federal revenues by some $3.8
billion annually. As investors and managers respond over the years, the tax base would grow, boosting federal
and provincial revenues.

Incentivize Innovation, Adoption and Commercialization

This Shadow Budget would establish an “IP Box” tax mechanism whereby income from patents and other
intellectual property generated by activity in Canada would face a lower corporate tax rate. This special rate
would encourage businesses to pursue commercialization of innovation in Canada (Pantaleo, Poschmann,

and Wilkie 2013; Parsons 2011). It would also discourage the shifting of highly mobile IP income to lower-tax
jurisdictions. Aiming to arrive at a combined federal/provincial IP Box special rate corresponding to the tentative
global minimum rate of 15 percent could contain the fiscal cost of the IP Box without engendering harmful tax
competition (Lester, forthcoming). Its initial cost to federal revenues would be around $500 million annually.

3 Ifacutin the corporate income tax rate took longer to implement, the investment tax credit would continue for longer.
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Fiscal Prudence

Ensuring that the budget returns to balance and that federal debt grows more slowly than the economy will
require important adjustments to major tax and spending programs.

Raise the GST Rate in 2023

Consumption taxes such as the GST harm investment and growth less than do taxes on capital and personal
income and are more stable and reliable revenue sources (Dahlby and Ferede 2011). To reiterate, a key motive
underlying this Shadow Budget is ensuring that Canadians who benefited from the massive pandemic-related
federal spending should help pay for it. That means higher taxes. Higher corporate income taxes would be
counterproductive and higher personal income taxes would drive out the talent and wealth we need to move
from recovery to expansion. This Shadow Budget would therefore raise the GST rate by two percentage points
in 2023, restoring the rate to its level before July 2006.* Another advantage of a higher GST rate is that it would
facilitate its use as a fiscal stabilizer (Boadway and Koeppl 2021).

Transition Federal Employees to Jointly Governed Shared-Risk Pension Plans

This Shadow Budget would initiate a transition of federal employees’ pension plans — notably including the plans
for federal members of Parliament — to shared-risk plans in which taxpayers bear less cost and risk, and a joint
governance structure gives employees a voice in the long-term sustainability of the plans. This change would have
no fiscal cost, but over time it would reduce the fluctuations that appear in the “below the line” adjustment in
federal financial statements and resulting unbudgeted changes in federal debt.

Raise the GST Rate on Transportation Fuels

The federal government has committed to increase the carbon tax from the $50 per tonne planned for 2022 to $170
by 2030. In the meantime, an increase in the GST rate applied to transportation fuels would reduce carbon dioxide
emissions and bolster federal finances. This Shadow Budget would increase the GST on transportation fuels by ten
percentage points, starting in fiscal year 2024/25, by which time we anticipate recent surges in energy prices to have
receded. This measure would generate about $8 billion initially, and less later as demand adjusts.

Prioritize Infrastructure under Federal Control

This Shadow Budget would prioritize funding for infrastructure projects under direct federal control, such as
investments in capacity and added security for marine, rail, air transportation and military assets. The second
phase of the Invest in Canada Plan, which began in fiscal year 2018/19, envisioned about $7.9 billion in grants
for provincial and local projects in 2022/23, rising to an extraordinary $11 billion in 2027/28. This Shadow
Budget would replace about one-quarter of these amounts with direct federal investments, and thus amortized
over a long period, reducing annual planned expenses over the budget horizon by around $2.2 billion.

4 No reduction in the GST Credit accompanied the GST rate cuts in 2006 and 2008. Accordingly, no increase in the GST
Credit would accompany the Shadow Budget’s proposed increase in the GST rate. Further increases in the GST rate
would appropriately trigger a higher GST Credit.
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Ensure Competitive Compensation for Federal Employees

This Shadow Budget would freeze federal departmental operating budgets for wages and salaries at their 2021
levels for five years. Managers would have greater latitude within their budgets to reward high performers and
reduce less valuable positions. This approach could achieve a better balance between federal public and private
sector compensation (Lahey 2011). The freeze would reduce federal spending by at least $1 billion in fiscal year
2022/23, growing to $5.7 billion in the last fiscal year.

Close the Strike Pay Tax Loophole

An anomalous feature of Canada’s tax system allows some income to escape income tax and to subsidize strikes
— likely to be a bigger problem in the next few years, since high inflation fosters labour disputes. Union dues
paid by employees are deductible from their taxable income; any returns on those funds invested by the unions
escape tax, and amounts paid out in strike pay are not taxable. This tax-free treatment subsidizes activity that
harms the Canadian economy (Alarie and Sudak 2006; Kesselman 1999). This Shadow Budget proposes that
the government introduce legislation to make strike pay taxable as ordinary income. The revenue impact of the
measure would be about $10 million annually.

Provide More Generous Tax Treatment of Medical Expenses

The current medical expense tax credit applies only to expenses exceeding 3 percent of net income or $2,479,
whichever is lower, and is calculated at the bottom tax rate. This is inequitable. People who pay tax on income
they need to cover non-discretionary costs have lower after-tax discretionary income than people without

such costs — an important justification for the non-taxation of employer-paid health premiums. In view of the
extra health-related costs many Canadians now face, this tax credit also looks inadequate. This Shadow Budget
would lower the threshold on such expenses to 1.5 percent of net income, or $1,240, whichever is lower. This
change would help people who cover medical costs directly or through health-related insurance premiums. The
estimated fiscal cost of this measure is $500 million per year.’

Rationalize the Age Credit

The income tax regime’s age credit is an arbitrary measure — a younger person might have needs as great as, or
greater than, those of an older person with a similar income — and the looming increase to OAS for older seniors
bolsters the case for rationalizing it. The increase in the medical expense tax credit in this Shadow Budget would
help older Canadians who face medical expenses. This Shadow Budget would also reduce the base amount of the
age credit from $7,898 to $4,000. This measure would save more than $2 billion annually.

Phase Out the Tax Credit for First-Time Homebuyers

This Shadow Budget would phase out the tax credit for first-time homebuyers. This subsidy increases house
prices and induces households to take on excessive debt. Phasing it out would save about $100 million annually.

5  The revenue effects of this measure and the next (rationalize the age credit) are authors’ estimates, using Statistics
Canada’s Social Policy Simulation Database and Model. Responsibility for the calculations and interpretation of these
data is entirely that of the authors.
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Eliminate the Tax Credit for Labour-Sponsored Venture Capital Corporations

The tax credit for labour-sponsored venture capital corporations (LSVCCs) distorts saving and investment, and
is an inefficient way of spurring innovation (Fancy 2012). The Shadow Budget would eliminate the LSVCC, which
would improve the federal government’s bottom line by about $200 million annually.

Tying It Up

Supporting economic growth and restoring fiscal capacity to address population aging, climate change and
many other concerns are critical and complementary tasks. This Shadow Budget would address these tasks with
measures that would support economic growth both immediately and in the long run and with other measures
that would end the deterioration of the federal government’s capacity to provide services, ensuring that public
debt is sustainable and fair for future generations.

The 2021 budget contained little to enhance Canada’s growth prospects and much to raise anxiety about
mounting debt and exposure to adverse events — notably, rising interest rates (Laurin and Drummond 2021). By
contrast, this Shadow Budget would spur business investment and instil confidence in Canada’s fiscal framework.

Table 3 shows the impact of the measures in this Shadow Budget out to fiscal year 2026/27. These measures
would put the federal government on a path to budget balance within three years and, extrapolating past the
five-year budget horizon, on a path to restore its debt-to-GDP ratio to its pre-pandemic level within twelve years
(Figure 1). Rather than staying high and potentially rising, the combined federal-provincial net debt ratio would
return to its pre-pandemic level, when Canada boasted relatively strong public finances. A lower debt ratio would
also instil confidence in Canadian governments’ creditworthiness, limiting upward pressure on interest rates and
payments. A prompt end to budget deficits would end the erosion of the federal government’s service capacity,
and encourage greater discipline in fiscal decisions.

These measures alone cannot guarantee growth and fiscal stability in the long term. Avoiding
counterproductive initiatives is also critical. On the growth side, the federal government has recently proposed
rules to limit the deductibility from taxable income of interest paid by large firms (Canada 2022). Limits on
interest deductions will generally raise the cost of capital to the firms affected, deterring investment (Mintz
2020). The proposed rules would also distort investment decisions, exacerbating an existing tilt in favour of
assets that depreciate rapidly, and against assets with longer lives (Bazel and Mintz 2021). This Shadow Budget
would withdraw this proposal.

As for fiscal stability, expensive initiatives recently floated by the federal government — so not yet in the fiscal
framework — are a particular threat. This Shadow Budget would rescind these commitments, including the pursuit
of a national pharmacare program. The enhanced medical expense deduction in the Shadow Budget would alleviate
some of the pressures Canadians experience from healthcare costs. Moreover, governments could enhance drug
coverage and affordability through more strategic and less costly initiatives (Wyonch and Robson 2019).

This Shadow Budget also would not introduce a basic income, loosen eligibility for EI or increase the share
of earnings that EI covers. Such measures would be inconsistent with containing the growth not only of federal
debt, but also of transfer payments that discourage workforce participation, which are inappropriate when
demography and the lingering effects of COVID-19 remain drags on economic growth.

In its election platform, the government promised to cut Canada Mortgage and Housing Corporation mortgage
insurance premiums by 25 percent. With the housing market already looking like a speculative bubble and
households overextended, such 2 move makes no sense. It flies in the face of normal insurance principles, and
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Table 3: Medium-Term Fiscal Path Including Shadow Budget Initiatives

2021/22 2022/23 2023/24 2024/25 2025/26 2026/27

($billions)
Baseline Projections
Revenues 380.3 398.0 420.0 444.9 468.5 491.5
Expenditures 528.3 464.0 471.0 478.9 496.4 510.9
Budgetary Balance before Initiatives -148.0 -66.0 -51.0 -34.0 -27.9 -19.4
Shadow Budget Initiatives
Supporting Economic Growth
Address Pressures on EI Premium Rates -0.2 -1.1 -2.0 -3.0 -4.1
Provide a General Investment Tax Credit -10.7 -11.2 0.0 0.0 0.0
Lower the Corporate Income Tax Rate 0.0 0.0 -1.0 -3.8 -3.7
Incentivize Innovation Adoption and Commercialization -0.5 -0.5 -0.5 -0.6 -0.6
Total -11.5 -12.8 -3.5 -7.3 -8.3
Fiscal Prudence
Raise the GST Rate Starting 2023 52 20.9 21.8 22.6 23.4
Transition Federal Employees to Jointly Governed Shared-
Risk Pension Plans s s s s s
Raise the GST Rate on Transportation Fuels 0.0 0.0 8.0 7.9 7.8
Prioritize Infrastructure under Federal Control 1.9 2.1 2.2 2.4 2.5
Ensure Competitive Compensation for Federal Employees 1.1 2.2 3.4 4.5 5.7
Close Strike Pay Tax Loophole s s s s s
More Generous Tax Treatment of Medical Expenses -0.5 -0.5 -0.5 -0.6 -0.6
Rationalizing the Age Credit 2.2 2.3 2.5 2.6 2.8
Phasing out the Tax Credit for First-Time Homebuyers 0.1 0.1 0.1 0.1 0.1
Eliminating the LSVCC Tax Credit 0.2 0.2 0.2 0.2 0.2
Total 10.2 27.3 37.7 39.8 42.1
Total Initiatives -1.2 14.5 34.2 32.5 33.7
Debt Charges’ Saving 0.0 0.0 0.2 0.6 1.1
New Budgetary Balance -148.0 -67.2 -36.5 0.3 5.2 15.4
Net Debt (Accumulated Deficit) 1,195.0 1,262.2 1,298.7 1,298.4 1,293.2 1,277.8
Net Debt as Percent of GDP 48.2 48.5 48.0 45.9 44.2 42.1

Sources: Authors’ calculations. More details in the main text and Online Appendix.
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Figure 1: Federal and Provincial Net Debt as a Percent of GDP, Actual and Projected,

2016-2040
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would increase the exposure of taxpayers to bad debts on a massive scale. This Shadow Budget would rescind
that commitment.

This Shadow Budget’s combination of growth-supporting and debt-limiting initiatives would help Canada recover
from the COVID-19-induced recession, support higher living standards in the future and put federal finances back
on a sustainable path. The virtuous circle of strong growth and shrinking debt burden would enable Canadians to
address the challenges of population aging, climate change and the energy transition, subsequent pandemics and
crises we cannot foresee. This is the federal budget Canada needs in 2022.
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