





The Deficit and Debt Challenge ' March 1994

The Federal Deficit Remains Very High

. ‘The federal government has veen consistently running a defncnt on a public
accounts basis since the beginning of the 1970s.

. While mprovement was made in Iowerlng the deﬂcnt dunng the second half of
' the 1980s, not enough was done.

o The deficit never got below 4.5 per cent of GDP even when the economy was
performing at full utlization of its resources. It has since risen again with the
recession but not to the same extent as occured coming out of the recession of |
1981-82.

Chart 1
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Governments Stopped Paying Their Wéy

. Structural imbalances in the 1970's coupled with weakness in economic growth in the
early 1980's resulted in very large operating deficits. As a result, the deficit soared.

« Large deficits mean heavy borrowing and burgeoning debt. Canadian debt soared relative
to the economy. This was not sustalnable

Chart 3
Total government revenue and spendmg

per cent of GDP
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Canada’s Tax Burden Has Been Steadiiy Increasing

. Since the early 1980s total government taxes as a share of GDP have risen
significantly. ' '
« . Deficits have risen sharply despite the rise in the overall tax burden.
Chart 4 ' ' :

Canada’s total tax revenue as a per cent of GDP - 1980-1991
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The provinces and municipalities have always relied.

heavily on foreign borrowing. More recently, foreigners have also been buying

a _Iarge -share of federal bonds.
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We Don’t Owe the Debt Only to Qurselves

Some people argue that the debt is not a problem because we owe it to
Provinces/Municipalities

This is simply not so.
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Rising Interest Costs Reduce Fiscal Flexibility

. The high and rising levels of.debt have also robbed the federal and provincial
governments of fiscal flexibility. ' '
. In 1991-92, alrost 25 cents of every dollar of federal and provincial revenue
~ went.to pay interest on the existing debt rather than for needed programs.
. The share of revenues used to pay for interest is up 9 percentage points since
1980-1981. A
Chart 11 :
Share of federal and provincial government interest payments in total revenue
per cent
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Source: Public Accounts and Provincial Estimates
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- Fiscal Deficits Absorb Domestic Savings -

« .- Domestic savings could completely satisfy Canada’'s private investment needs
if there were na gavernment deficits. Instead, governments soak up aver a third
of Canada's savings. ‘ ~ :

. Té finance needed investment, we are pushed to a heavy reliance on foreign'
. savings.
. This competition for savings also puts upward pressure on real interest rates.
Chart 12 '

Saurces and Uses of Savings in Canada in 1992
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Source: Canada's Economic Challenges
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