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Canada’s Upcoming 2017-18 Federal Budget
… On Pause Until US Policy Details Emerge
This year’s federal Budget is expected to focus upon next steps for the Liberals’
multi-faceted domestic plan, largely outlined in broad terms already. Potential bigticket revenue and/or expenditure measures responding to US policy details likely
await the 2017 Fall Statement or the 2018-19 Budget.
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LIMITED NEW POLICY ANNOUNCEMENTS
Given the uncertainties associated with the potential changes to tax and
trade policy in the United States, we anticipate this Budget will be light on
new policy initiatives. While there is speculation that changes to the capital
gains tax regime may be introduced in this Budget, the likelihood of these
changes seems remote so long as we have no information on the impending tax
reform in the US. That being said, the Trudeau government’s emphasis on the
middle class should not be underestimated, and there is a strong risk that targeted
changes (such as those affecting incorporated businesses) to the capital gains
regime will be forthcoming in this Budget or subsequent policy announcements.
Inclusive growth and enhancing Canada’s opportunities in a shifting global
economy are expected to remain key government objectives. On the promised
theme of innovation, a longstanding Canadian challenge, the Budget is likely to rely
upon the initiatives outlined by the Finance Minister’s Advisory Council on Economic
Growth, whose first report was influential for the policy announcements in the Fall
Statement 2016. From the Council’s second report in early February, a key
innovation recommendation already is under way—a Canadian Business Growth
Fund. The Fund’s initial sponsors include Canada’s large banks and its major life
insurance companies, each contributing to start-up financing of more than $500
million to manage equity investments of $3-$20 million in selected high-potential
small- to mid-sized firms. Contributing private-sector insight and discipline, the Fund
is expected to launch operations in 2018 as an independent entity.
The Council linked the Business Growth Fund to a federally financed
‘Matching Fund’, a source of patient capital to provide $1 of co-funding for every
$2 of qualified private capital. The funding would be provided across a range of
instruments that are often not available to smaller, growing firms. Catalyzing
innovation marketplaces which bring together researchers and entrepreneurs with
private- and public-sector customers was another Council recommendation that
could build upon existing incubator activity across Canada. The Council urged
strategic procurement by all government levels which would consider objectives such
as product commercialization, in addition to the traditional price and quality criteria.
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Another actionable Council suggestion would be identifying a limited number of
sectors with substantive untapped potential due to existing hurdles, either regulatory
or market-based, that could be addressed. The Council’s potential candidates
included agriculture and food; energy and renewables; mining and metals; healthcare
and life sciences; advanced manufacturing; tourism; financial services and education.
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Skills development is expected to be integral to the innovation
agenda. The Budget is likely to introduce some initiatives related to
broader workforce participation; training related to accelerated
technological change (perhaps adopting the Council’s FutureSkills Lab
concept) and the Global Skills Strategy from the Fall Statement 2016
that targets a two-week standard for processing non-residents with
skills in high demand.
Challenges inherent in implementing new federal innovation and skill
strategies include the numerous existing programs; collaboration
without duplication on provincial programs; and the need for major
reform of key federal programs such as Employment Insurance.
For Innovation, the Council proposed a review of existing federal
programs that currently total more than $5 billion annually. This could
lead to far-reaching changes for established tools such as the Scientific
Research and Experimental Development tax credit.
The Budget will document Canada’s pursuit of trade relationships,
particularly in Asia after the Trans-Pacific Partnership’s demise. As CETA
moves forward, the Liberals have the opportunity to adjust the prior
administration’s plans and promised transition assistance. Details would
be welcome on the Invest in Canada Hub proposed in the Fall Statement
to bolster Canada’s efforts to attract foreign direct investment.

Federal Government: FY17 Update
y/y % change except where noted

Personal Income Tax
Corporate Income Tax
Excise Taxes & Duties
Total Tax Revenues
Employment Insurance Premiums
Other Revenues
Total Revenues

FY17 Fall
AprilDecember Update Targets
FY16 FY17
FY17
5.6 -0.9
-0.8
17.7
2.1
-0.1
7.2 -0.1
0.8
7.7 -0.1
-0.4
3.6
1.5
-3.3
5.3 -8.6
-8.9
7.2 -0.9
-1.5

Elderly Benefits
4.0
Employment Insurance (EI) Benefits 7.5
Children's Benefits
37.8
Major Transfers to Persons
10.8

5.9
6.6
20.5
9.3

6.5
8.1
20.9
10.0

Major Transfers to Oth. Gov't Levels

4.1

4.4

4.0

Other Transfer Payments
Other Direct Program Spending*
Direct Program Expenses
Total Program Spending

-4.4
8.1
4.4
6.3

25.3
6.1
11.3
8.8

19.5
3.2
7.8
7.6

Debt Service
Total Expenditures

-5.3
5.1

-7.0
7.3

-2.7
6.6

Budget Balance, $ bn
__________

3.2 -14.0

-25.1

*Payments to Crown corporations plus operating expenses & amortization for
agencies and Departments. Source: Finance Canada.

Some of the outstanding Liberal campaign promises may be in
this Budget, such as: waiving the GST on new capital invested in
affordable rental housing; increasing the flexibility for the RRSP
Homebuyers’ Plan for events such as job relocation or accommodating an elderly family member; and advancing seamless
interprovincial exchanges of capital, services, goods and people.

Some discussion is anticipated on the government’s ongoing review of spending and tax expenditures to eliminate poorly
targeted or inefficient measures to free up funding for new priorities. New expenditure cuts are expected to add to last year’s annual
$221 million saving from reduced government advertising, professional services and travel. On optimizing the value of existing federal
assets, studies have been prepared on the options for Canada’s largest airports and port authorities.
On tax expenditures, the government recently announced an extension to its review, creating a possible path for repositioning Canada
in response to US tax and trade adjustments. In the meantime, the Budget will likely eliminate some measures already defined as
ineffective, such as the Children’s Fitness and Arts Tax Credits. Substantive reform and simplification of the personal and corporate
income tax frameworks, though needed, are currently not suggested, but they might proceed in response to US tax and trade
developments to support Canada’s competitiveness.
While a change in the capital gains inclusion rate is not anticipated in this Budget, further closure of perceived loopholes is
anticipated. In late February, the government accepted all recommendations of the House Standing Committee on Finance to limit tax
avoidance and tax evasion. One measure potentially helpful for business is the commitment to find ways to improve the efficiency,
effectiveness and timeliness of the advance ruling process, while also decreasing its costs.
FURTHER DETAILS ON MULTI-YEAR INITIATIVES
For updates, a hot topic will be the government’s 12-year $187 billion infrastructure program (see here for our Fall
Statement summary). Important infrastructure maintenance and replacement have commenced under the $11.9 billion Phase 1 of
the Liberals’ program. The substantive delays on other Phase 1 projects during fiscal 2016-17 (FY17) will likely be addressed in
the Budget, boosting FY18 activity as the Provinces and municipalities expand their capital plans to match available federal
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funding. The Budget also is expected to reference the government’s desired acceleration of the investment already funded under
the prior administration’s infrastructure plan.
A timely implementation of Phase 2 of the Liberals’ plan, totalling $49.1 billion through FY28 also is proving difficult. Ottawa
wishes to fund projects that otherwise would not be undertaken by the Provinces and municipalities. In addition, the three-tranche
division of Phases 1 and 2—public transit, green infrastructure and social infrastructure—do not necessarily match the priorities of
the lower-level governments in this cost-sharing program. Eagerly awaited are further details on the Strategic Infrastructure Bank,
slated, to be operational by this Fall, that would leverage institutional funding for transformative projects.
Negotiations on a new ten-year Health Accord are almost completed, with 12 of the Provinces and Territories signed and
further discussion anticipated with Manitoba. As of FY18, annual increases in the FY17 $37 billion Canada Health Transfer will
slow from the 6% pace since FY06 to a three-year moving average of GDP growth with a 3% floor. In addition, Ottawa is offering
$11.5 billion over the next decade to advance its mental health and home care priorities, achieving its objectives while providing
annual total funding growth close to the Provinces’ desired pace of just over 5%.
THE ANTICIPATED DEFICIT PATH
In the near-term, a $27 billion FY17 deficit is projected, reflecting an estimated 9% surge in program spending from the prior
Budget’s multiple initiatives (table, p.2). Projected FY17 revenues are expected to be slightly more resilient than the government’s
forecast of a 1.5% decline, and the debt service savings from low interest rates should open up over $1 billion of additional
program spending room.
The further implementation of the government’s multi-year programs suggests an FY18 shortfall of $32 billion (1½% of GDP)
that narrows to the $30 billion range in FY19. Financial requirements for FY18 are expected to remain elevated at over $40 billion.
These estimates assume for the FY18-FY22 forecast a re-introduction of the federal risk adjustment at $3 billion. The table below
excluding the risk adjustment permits a comparison of Ottawa’s recent deficit forecasts. Offering some upside for FY18 and FY19
is Scotiabank Economics’ forecast of 2017 and 2018 nominal GDP growth averaging over 4% annually, alongside a gradual
commodity price recovery and output gains averaging just over 2.0% versus the 2016 rise of 1.4%.
LOOKING FORWARD
An outline for returning to balanced books is not anticipated in the upcoming Budget. Excluding a risk adjustment, a shortfall
narrower than $20 billion, at roughly 0.8% of GDP, is expected by FY21. Although the ratio of Ottawa’s accumulated deficit to GDP
may be roughly stabilized, without significant austerity, balanced books by FY24 at the end of the Liberals’ second mandate
appear to be a stretch.
Finance Canada’s Update on its Long-Term Economic and Fiscal Projections, released in late December, outlined the
challenges related to its forecast of a working-age population contracting from 4.2 persons per Senior in 2015 to 3.1 persons by
2025 to 2.5 persons a decade later. The base case projects the federal deficit widening to $30-$40 billion from FY31 to FY41,
before surpluses are regained after FY51. Yet the accumulated deficit remains just less than 30% of GDP from FY26 to FY41, and
eventually drops to 17% by FY56 if Canada can sustain economic growth and productivity momentum in a very competitive global
environment. This is the reasonably big “if” motivating the government’s efforts to broaden Canada’s base for economic expansion
and achieve more inclusive prosperity.

Canada’s Federal Government: Comparing Budget Balances Without a Forecast Adjustment
$ billions

1(a) Budget 2016: Deficits
1(b)Deficits Ex $6bn Risk Adjustment
2.Fall Statement Deficits
Change
______ (2 vs 1b)

FY16
-5.4
-1.0
4.5

FY17r
-29.4
-23.4
-25.1
-1.7

FY18r
-29.0
-23.0
-27.8
-4.8

FY19r
-22.8
-16.8
-25.9
-9.2

FY20r
-17.7
-11.7
-19.3
-7.6

FY21r
-14.3
-8.3
-16.8
-8.5

FY22f
-14.6
-

FY17-FY21r
-113.2
-83.2
-114.9
-31.8

Source: Finance Canada.
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This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections
contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein
have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their
accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability
whatsoever for any direct or consequential loss arising from any use of this report or its contents.
These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of
any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or
trading strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not
constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading
Commission Regulation 23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics
and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other
transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or
be in the process of acquiring or disposing of positions, referred to in this report.
Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as
managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors,
brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may
receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers,
directors and employees of Scotiabank and its affiliates may serve as directors of corporations.
Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any
issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment.
This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be
reproduced without the prior express written consent of Scotiabank.
™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.
Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital
markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotiabanc Inc.;
Citadel Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited;
Scotiabank Inverlat S.A., Institución de Banca Múltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. – all
members of the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with
limited liability and is authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is
authorised by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation
by the UK Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation
Authority are available from us on request. Scotiabank Europe plc is authorised by the UK Prudential Regulation Authority and regulated by the
UK Financial Conduct Authority and the UK Prudential Regulation Authority.
Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated
by the Mexican financial authorities.
Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.
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