
Main Conclusions

ðð Alberta’s pro vin cial def i cit will likely be higher than the gov ern ment fore cast of $886
mil lion in 2012/13. 

ðð In its budget, the government was too optimistic about oil and gas price assumptions. It
was also unrealistic about Alberta’s real GDP growth in 2012 and 2013, growth in real
personal income, and growth in corporate profits

ðð With yet another def i cit year the sub stan tial decline in Alberta’s net finan cial assets will
con tinue. In just five years, the value of Alberta’s net finan cial assets has dropped by
over half ($17.7-bil lion), to $16.4 bil lion in 2011/12 from $34.1 bil lion in the 2007/08
fis cal year, in infla tion-adjusted dol lars.

ðð The recent decline mim ics Alberta’s net finan cial assets plunge between 1984/85 and
1993/94 of $35.9 bil lion.

ðð Between 2007/08 and 2011/12, the decline has averaged just over $3.5 billion annually;
the 1984/85 to 1993/94 decline saw an average annual decline of just under $4 billion
annually (all figures adjusted for inflation)

ðð Alberta’s pol i ti cians must acknowl edge the real ity that they are spend ing beyond the
prov ince’s cur rent means.

ðð Politicians must restrain and cut per-person program spending sooner rather than later
so that they can balance the Alberta budget quickly. If that option is not palatable, they
could hold overall program spending to a rate of growth below that of overall
government revenues.
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Why Alberta’s opti mis tic
bud get fore casts are a
prob lem

Alberta’s pro vin cial gov ern ment is
unlikely to hit its def i cit fore cast
this year of $886 mil lion—it will be
higher. The rea son is two-fold: first, 
the pre-elec tion bud get (Bud get
2012) made assump tions that must
be revised because the gov ern ment
was too opti mis tic about nat u ral gas 
and oil prices; sec ond, the gov ern -
ment’s bud get esti mates for real
GDP growth in 2012 and 2013,
growth in real per sonal income, and 
growth in cor po rate prof its were
sig nif i cantly higher than aver age
pri vate sec tor fore casts. 

All these assump tions helped shape
the prov ince’s rev e nues fore casts for 
the 2012/13 fis cal year. For exam -
ple, by the prov ince’s own esti -
mates, a $1.00 dif fer ence between
the bud get’s assump tion and the
actual per bar rel price of oil
through out fis cal 2012/13 will lead
to a net $223 mil lion reduc tion in
rev e nues. For every ten cents per
gigajoule (GJ) that nat u ral gas
prices are lower, the prov ince is out
$28 mil lion. When per sonal income 
growth is 1% less than expected,
gov ern ment cof fers will suf fer a
drop of $119 mil lion (Alberta,
2012a: 125).

The rela tion ship between such esti -
mates is not lin ear—a $4 per bar rel
dif fer ence in the price of oil does
not nec es sar ily lead to an esti mate
four times that pro vided pre vi ously
(in this case, an $892 mil lion drop
in rev e nue). That is because these
rev e nue sen si tiv i ties vary at dif fer -
ent price and rate lev els. How ever,
the rela tion ship does point to the

pos si bil ity that Alberta will incur a
sig nif i cantly higher def i cit this year
than fore cast by Bud get 2012. In the 
aggre gate, if the price dif fer ences
were lim ited to those out lined in
table 1, namely, a $1.00 a bar rel dif -
fer ence in the price of oil, a 10 cent
per GJ dif fer ence in the price of nat -
u ral gas, and per sonal income
growth that is 1% less than
expected, the bud get would be off
by some $370 mil lion more than
expected.

Even if one indi ca tor were to move
pos i tively—a lower Cana dian dol lar, 
for instance, which would increase
rev e nues—the lower-than-fore cast
rev e nues from oil and gas, together
with the esti mates on growth in
GDP, cor po rate prof its, and per -
sonal income (all of which were
sub stan tially out of line with the
aver age of pri vate sec tor fore casts),
point to a much higher Alberta def i -
cit in 2012/13. 

In its Feb ru ary pre-elec tion bud get,
the prov ince relied on unre al is tic
eco nomic assump tions. In many

instances, it ignored pri vate sec tor
fore casts that were more real is tic
than its own. It appears to have
been overly opti mis tic  about oil
and gas fore casts—albeit just
slightly below the aver age of pri vate
sec tor fore casts on those two com -
mod i ties (Alberta, 2012b:
89-90)—and on much else was sig -
nif i cantly higher than the aver age of 
pri vate sec tor fore casts. 
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Table 1: Sensitivities to fiscal year assumptions, 2012-13

Change Net impact, 2012-13
($ mil lions)

Oil price (WTI US$bbl) -$1.00 -223

Natural Gas Price
(CA$/GJ)

-10 cents -28

Exchange Rate
(US$/CA$)

+1 cent -247

Interest rates +1% -223

Personal income -1% -119

Source: Alberta, 2012a: 125.
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Assump tions about 
oil and gas

The gov ern ment assumed a nat u ral
gas price of CA$3.00/GJ for the fis -
cal year end ing March 31, 2013
(Alberta, 2012a: 125). How ever, the
clos ing AECO-NGX (i.e., Alberta
mar ket) price on July 23, 2012 was
only $2.39/GJ and the aver age in the 
cal en dar year thus far is $2.06
(Petro leum Ser vices Asso ci a tion of
Can ada, 2012). Assum ing that the
price of nat u ral gas does n’t fall fur -
ther, it appears rea son able to
assume an aver age price for fis cal
year 2012-13 some where between
that price and the gov ern ment’s
assump tion—which means less rev -
e nue than expected. Even if the
price of nat u ral gas returns to the
esti mated level used by the pro vin -
cial gov ern ment, the aver age for the 
year will likely be well under their
esti mate, which means lower rev e -
nues for the fis cal year.

With regard to oil, the gov ern ment
assumed a West Texas Inter me di ate 
(WTI) price of US$99.25 per bar rel
(bbl) (Alberta, 2012a: 125). The
WTI spot price (for imme di ate
deliv ery) on July 23, 2012 was only
US$87.91/bbl. Because the price of
oil is cur rently vol a tile and the aver -
age price dur ing the first quar ter
(April to June inclu sive) was
US$93.48/bbl, it is pos si ble that the
gov ern ment’s pre dic tion could turn
out to be accu rate. How ever, if the
aver age price dur ing the nine
months of fis cal year 2012-13 com -
menc ing July 1, 2012 turns out to be 
closer to the July 23, 2012 price, the
aver age price for the fis cal year as
whole would be $89.30/bbl—a 10%
and $10 dis crep ancy—which means 
far less rev e nue than expected. 

Assump tions about
growth

The Bud get 2012 fore casts for
growth in real GDP, cor po rate prof -
its, and per sonal income were sig -
nif i cantly higher than the aver age of 
pri vate sec tor fore casts. 

�� Alberta real GDP growth in
2012 and 2013: The aver age
pri vate sec tor fore cast for GDP
growth is 3.1% in 2012 and
3.2% in 2013; the Alberta gov -
ern ment fore casts 3.8% growth
in each year, or higher than the
pri vate sec tor esti mate by about 
one-fifth in both years;

�� Alberta real per sonal income
growth: The aver age pri vate
sec tor fore cast for real per sonal 
income growth is 4.5% in 2012
and 4.7% in 2013; the Alberta
gov ern ment fore cast is for 6.2% 
growth in 2012 and 6.0% in
2013. The gov ern ment’s 2012
esti mate is 38% higher and its
2013 esti mate is 28% higher
than the pri vate sector’s; 

�� Cor po rate prof its: The aver age
pri vate sec tor fore cast esti mates 
growth in cor po rate prof its will 
be 2.3% in 2012 and 6.2% in
2013. The Alberta gov ern ment
has fore cast growth of 11.8% in 
2012 and 17.5% in 2013. The
gov ern ment’s 2012 esti mate is
five times as opti mis tic as the
aver age of pri vate sec tor fore -
cast ers in 2012 and almost
three times as high in 2013 (all
points above from Alberta,
2012b: 92-93)

The prob lem in a nut shell

The result of the above assump tions 
is that the Alberta gov ern ment will
have less rev e nue than it expected.
In short, the risks built into the
assump tions behind Bud get 2012
are almost entirely down side not
just for resource rev e nues, but for
the growth of the econ omy, income, 
and cor po rate prof its. Alberta’s def -
i cit will almost cer tainly be higher
than the one fore cast in Feb ru ary.
One con se quence is that the already 
sub stan tial decline in Alberta’s net

Table 2: Private versus government estimates of growth
in Alberta in 2012 and 2013

Aver age
of pri vate 

sec tor
fore casts (%)

Alberta
gov ern ment

fore cast
(%)

Dif fer ence
(%)

GDP 2012 3.1 3.8 23%

GDP 2013 3.2 3.8 19%

Personal income growth 2012 4.5 6.2 38%

Personal income growth 2013 4.7 6 28%

Corporate profits 2012 2.3 11.8 413%

Corporate profits 2013 6.2 17.5 182%

Source: Alberta, 2012b: 92-93.



finan cial assets will con tinue
unabated.

What this means:
Alberta’s five-year fis cal
decline will con tinue

In its recent review of the final bud -
get num bers for the 2011/12 fis cal
year, released in June 2012, the
prov ince boasted that Alberta still
had net finan cial assets (Alberta,
2012c). These assets include major
funds, such as the Alberta Her i tage
Sav ings Trust Fund, the Sus tain-
abil ity Fund, and other funds
includ ing endow ments. Lia bil i ties
include accu mu lated debt, pen sion
lia bil i ties, and other accounts pay -
able (Alberta, 2012a: 109 and 130).
Net finan cial assets are arrived at by 
sub tract ing lia bil i ties from the
assets, and are thus the broad est,
most com pre hen sive mea sure ment
of the prov ince’s finan cial assets.

In its June news release, the pro vin -
cial gov ern ment noted that Alberta
is the only prov ince “in a net finan -
cial posi tion” (Alberta, 2012c).
How ever, it is a mis take for Alberta
to note its cur rent posi tion while
ignor ing the decline in its net finan -
cial assets, or merely to com pare
itself with other prov inces. It is
more apt to com pare Alberta to
other resource-rich juris dic tions
such as Alaska and Nor way, and
con sider what actions those two
juris dic tions have taken to boost
their resource funds (see Milke,
2006; Gibbins and Roach, 2006; 
and Alberta, 2007.) In any event,
given the pro vin cial gov ern ment’s
atten tion to such fig ures, the prov -
ince’s net finan cial assets war rant a
closer look.

In 2007/08, Alberta’s net finan cial
assets stood at $34.1 bil lion. As of
2011/12, they declined to $16.4 bil -
lion (all fig ures in infla tion adjusted 
2011 dol lars).1 That is a $17.7 bil -
lion decline in real terms, or 52%
(see fig ure 1 and its sources). 

Even more  decline 
to come

Of note, get ting the books to bal -
ance is not helped by per capita pro -
gram spend ing which is high
rel a tive to past years. While the
prov ince’s nat u ral resource rev e -
nues bounced back in 2011/12 
from post-reces sion lows, rev e nues
are still lower on that front (and
over all) when com pared to pre-
reces sion highs (Alberta 2012d, 14).

In addi tion, pen sion lia bil i ties may
increase faster than expected, which 
will result in a fur ther ero sion of the 
prov ince’s net finan cial assets.
Alberta’s Bud get 2012 fore cast
unfunded pen sion lia bil i ties at just
under $10 bil lion for fis cal 2012
(Alberta, 2011: 88). How ever, actual 
pen sion lia bil i ties came in at $10.3
bil lion—a fig ure the prov ince did
not expect to reach until fis cal 2014
(Alberta, 2012a: 130; Alberta, 2012c: 
6).  Also, resource rev e nues in this
fis cal year may not be as high as
fore cast for rea sons already noted.

To under stand the mag ni tude of
Alberta’s spend ing beyond its
means, con sider that in 2005/06, the 
prov ince received a record $16.7
bil lion in non-renew able resources
rev e nues (adjusted for infla tion; the
nom i nal fig ure is $14.3 bil lion) and
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Fig ure 1: The recent decline in Alberta’s net finan cial
assets: 2006/07-2011/12, including pen sion lia bil i ties
(in infla tion-adjusted 2011 dol lars)

Sources: Alberta 2001, 88; Alberta 2012a, 130; Alberta 2012c. infla tion
cal cu la tions by Milagros Palacios using Sta tis tics Can ada data (2012a).
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spent $9,360 per capita on pro -
grams (also adjusted for infla tion to
2011 dol lars). In con trast, in the last 
fis cal year (2011/12), non-renew -
able resource rev e nues stood at
$11.6 bil lion, but the prov ince spent 
$10,249 per capita on pro -
grams—$889 more per per son  (fig -
ure 2). The prov ince is spend ing as
if non-renew able resources rev e -
nues were still flow ing in at lev els
akin to 2005/06.

It might be argued that a decline in
Alberta’s net finan cial assets is to be 
expected. After all, the prov ince
expe ri enced a reces sion in 2008/09
and thus finan cial assets such as the
Alberta Her i tage Sav ings Trust
Fund (AHSTF), with half of its
hold ings in equi ties, would have
been expected to decline in value, as 
indeed they did (Alberta, 2012e: 5
and 20). It might also be argued that 
the value of the prov ince’s
Sustainability Fund, cre ated to pro -
vide the Gen eral Rev e nue Fund
with a cash infu sion when rev e nues
are weaker and/or spend ing higher,
would inev i ta bly decline. 

How ever, Alberta’s reces sion ended
in mid-2009, yet the prov ince has
incurred def i cits in every sub se -
quent year and has fore cast a sur -
plus only as of 2013/14—five years
after the reces sion ended (Alberta,
2011a: 130; and Alberta, 2012c).
That fact brings up an his tor i cal
pre ce dent.

We’ve been here before

Alberta has been down this road
before, in the mid-1980s to early
1990s when the prov ince also had
net finan cial assets—and boasted
about it. Yet Alberta quickly saw its
advan tage over other prov inces ebb
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Fig ure 2: Alberta per capita pro gram spend ing 1982- 2012  
adjusted for infla tion, in 2011 dol lars

Sources: Canada, Department of Finance, 2000 and 2010; Alberta, 2012a; Alberta
2012c; Statistics Canada, 2012a and 2012b; calculations by Milagros Palacios.

Fig ure 3: What hap pened last time—Alberta’s net
finan cial assets 1984/85-1993/94, including pen sion
lia bil i ties (in infla tion-adjusted 2011 dol lars)

Sources: Alberta 2001, 88; inflation calculations by Milagros Palacios using
Statistics Canada data (2012a). 
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away as its net assets even tu ally
turned into net lia bil i ties. At pres -
ent, the pro vin cial gov ern ment is
tread ing down the same path and
mak ing the same pol icy choices and 
repeat ing the same mis takes. 

In 1984/85, the prov ince had net
finan cial assets of $15.2 bil lion (all
fig ures in infla tion-adjusted 2011
dol lars). Thus, in 1985, Alberta
Trea surer2 Lou Hyndman noted the 
net asset posi tion of the gen eral rev -
e nue fund as well as the pos i tive
bal ance in the Alberta Her i tage Sav -
ings and Trust Fund (AHSTF).
“There are few gov ern ments in the
world that can match the finan cial
strength of the Prov ince of Alberta,” 
said Hyndman in his March 1985
bud get speech (Alberta, 1985: 12).

How ever, a drop in oil prices (and
thus in pro vin cial gov ern ment rev e -
nues) and per capita pro gram
spend ing that exceeded avail able
rev e nues cre ated def i cits, which by
1991/92 led to Alberta hav ing a net
debt . The sit u a tion is sim i lar today. 
Back in the 1980s, per capita pro -
gram spend ing ranged from a low
of $9,514 in 1981/82 to a peak of
$11,781 in 1985/86. In the nine
years between 1984/85 and 1993/94, 
Alberta went from hav ing net finan -
cial assets to hav ing net finan cial
debt. The decline in infla tion-
adjusted dol lars was $35.8 bil lion
(see fig ure 3) (Alberta, 2011: 88;
Sta tis tics Can ada, 2012a).

Strik ing sim i lar i ties

On an aver age annual basis, and
account ing for infla tion, the nine-
year decline in the 1980s is sim i lar to
the aver age annual decline over the
last five years: Just under $4 bil lion,
on aver age, in the 1984/85 to 1993/94 
decline, com pared to just over $3.5
bil lion annu ally, on aver age, in this
lat est decline.

Con clu sion and
rec om men da tion

Alberta’s net finan cial assets have
already dropped by 52% since 2008,
mim ick ing a pre vi ous decline in
Alberta’s finan cial con di tion that
began in the mid-1980s and lasted
until 1994. Given the prov ince’s opti -
mism on oil and gas prices—and its
pro jec tions on esti mates of growth
for the econ omy, cor po rate prof its,
and per sonal income that are sig nif i -
cantly above those from pri vate sec -
tor fore cast ers, the prov ince’s def i cit
in 2012/13 is cer tain to be higher
than expected. The result will be a
fur ther decline in Alberta’s net finan -
cial assets unless the prov ince
reforms and reduces its his tor i cally
high per capita pro gram spend ing.

Clearly, Alberta’s pol i ti cians must
acknowl edge that the prov ince is
cur rently spend ing beyond its
means. They must restrain and
pare per capita pro gram spend ing
sooner rather than later. If they
find such direct action unpal at -
able, they could hold pro gram
spend ing to a rate of growth below 
that of gov ern ment rev e nues gen -
er ally.  The for mer option would
obvi ously lead to bal anced bud gets 
sooner than the lat ter option, and
is thus pref er a ble over run ning red 
ink bud gets for a lon ger period of
time, which would have the 
con se quence of fur ther erod ing
Alberta’s net finan cial assets.

Notes
1  Note that none of the above

includes cap i tal assets. For those
famil iar with the prov ince’s finan -
cial state ments, the prov ince lists
net finan cial assets on page 109 of
its 2012 bud get as $13.019 bil lion,
but on page 130 as $23.174 bil lion.
The dif fer ence between the two fig -
ures is due to pen sion lia bil i ties of
$10.155 bil lion. This paper thus fol -
lows the prac tice of state ments on
page 130 of the bud get (Alberta,
2012a: 109 and 130). Note that we
have adjusted net finan cial assets

Table 3: Alberta’s net financial assets
A comparison of the average annual rate of decline between
2006/07 and 2011/12, and between 1984/85 and 1993/94
(in billions of 2011 dollars, inflation-adjusted)

Total 
decline

Annual 
aver age decline

2006/07 to 2011/12: The 5-year decline 17.693 3.539

1984/85 to 1993/94: The 9 year decline 35.835 3.982

Sources: Alberta, 2001: 88; Alberta, 2012a: 130; Alberta, 2012c. Inflation
calculations by Milagros Palacios using Statistics Canada data.
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for infla tion (to 2011 dol lars) to pro -
vide an “apples-to-apples”
com par i son. 

2  The offi cial title of finance min is ters
in Alberta before 1993 was trea surer.
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