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BUDGET ANALYSIS

Canada: Economic and Fiscal Snapshot
A Federal Deficit of $343.2B in 2020-202!!

HIGHLIGHTS

» The COVID-19 pandemic has significantly affected the federal government'’s public finances.

> Based on private sector expectations, the government anticipates Canada’s real GDP to decline 6.8% in 2020, before rebounding by
5.5% in 2021.

» The uncertainty caused by the pandemic prevents the government from providing forecasts beyond the current fiscal year.
» Canada’s COVID-19 Economic Response Plan should cost $227.9B in 2020-2021.

» The federal government’s budgetary balance should go from -$34.4B (-1.5% of GDP) in 2019-2020 to -$343.2B (-15.9% of GDP)
in 2020-2021.

» Federal debt will increase from $716.8B (31.1% of GDP) in 2019-2020 to $1,060.0B (49.1% of GDP) in 2020-2021.
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peaks of viral transmission of the virus.” This scenario would lead

to a decline of 9.6% in real GDP in 2020. The second scenario

“considers a resurgence of uncontrolled transmission of the virus

later this year followed by a series of smaller waves in 2021,"

which would lead to a decline of 11.2% in real GDP in 2020.

Francois Dupuis, Vice-President and Chief Economist e Mathieu D’Anjou, Deputy Chief Economist e Francis Généreux, Senior Economist
Desjardins, Economic Studies: 514-281-2336 or 1 866-866-7000, ext. 5552336 ¢ desjardins.economics@desjardins.com e desjardins.com/economics

NOTE TO READERS: The letters k, M and B are used in texts and tables to refer to thousands, millions and billions respectively.

IMPORTANT: This document is based on public information and may under no circumstances be used or construed as a commitment by Desjardins Group. While the information provided has been determined on the basis of data
obtained from sources that are deemed to be reliable, Desjardins Group in no way warrants that the information is accurate or complete. The document is provided solely for information purposes and does not constitute an offer
or solicitation for purchase or sale. Desjardins Group takes no responsibility for the consequences of any decision whatsoever made on the basis of the data contained herein and does not hereby undertake to provide any advice,
notably in the area of investment services. The data on prices or margins are provided for information purposes and may be modified at any time, based on such factors as market conditions. The past performances and projections
expressed herein are no guarantee of future performance. The opinions and forecasts contained herein are, unless otherwise indicated, those of the document’s authors and do not represent the opinions of any other person or the
official position of Desjardins Group. Copyright © 2020, Desjardins Group. All rights reserved.


https://www.desjardins.com/ca/about-us/economic-studies/?utm_campaign=vanity-url&utm_medium=vanity&utm_source=desjardins&utm_term=/economics/index.jsp

(TR

O Desjardins

Naturally, Canada is not alone in navigating these choppy
waters. Every economy across the globe has been hard hit by the
pandemic and by the range of measures aimed at fighting it. The
snapshot provided today by the Canadian government will surely
resemble those to be drafted by finance ministers around the
world. When considered by itself rather than on a global level,
the deterioration of public finances appears to be substantial, but
is nevertheless in keeping with other countries.

The measures taken by the federal government to curtail the
damage caused by the COVID-19 crisis were not lacking in
ambition, however. They even seem to cover a broader range
of interventions than most advanced countries, particularly by
going further than enhancements to Employment Insurance
benefits or wage subsidies. Direct support for students, seniors
and businesses (through Canada Emergency Commercial Rent
Assistance) was not as common in other countries. According
to Minister Morneau, all the measures taken by the government
prevented the real GDP for 2020 from contracting by more than
10%. According to the same estimates, the unemployment

rate would have increased by 2 percentage points more (it

was 13.7% in May). These measures come with an enormous
budgetary cost, however. Grouped together in Canada’s
COVID-19 Economic Response Plan, they amount to $227.9B
for the current year, including $19.0B for health and safety,
$188.68 for direct support to individuals (including $80.5B for
the Canada Emergency Response Benefit and $82.3B for the
Canada Emergency Wage Subsidy). To this can be added $21.3B
to support businesses and $7.1B for other support measures.

The contraction of economic activity also has a budgetary

cost. The Minister of Finance estimates that the change in the
economic situation since the December 2019 update has added
$81.3B to the deficit for 2020-2021.

All this naturally inflates the deficit. The $343.2B shortfall

is by far the worst deficit the federal government has had,

but in proportion to the GDP, the deficit of 15.9% expected

for 2020-2021 is still below the peak reached during the
Second World War, when the deficit hit 22.5% in 1943. On the
debt side, we do not have to go back nearly so far, to 1999, to
find a debt-to-GDP ratio higher than the 49.1% expected for the
current year.
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COVID-19 increases the deficit tenfold
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The fact remains that the situation is highly uncertain. The
Canadian economy, like that of the entire world, has been
deeply affected by a pandemic that is not yet over. The
Canadian government offered significant support so that
economic activity would not collapse too much in the last
few months. The figures provided today by Minister Morneau
attest to the high financial cost of these measures. But without
them, the economic and social costs would undoubtedly have
been much more serious. Now it remains to be seen what
role the federal government will play in the recovery of the
Canadian economy, in the hopes, of course, that there will
not be a second wave so severe that it further complicates the
situation.
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