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Executive Summary 

Alberta faces significant fiscal and economic challenges. The government has run nearly 
uninterrupted deficits since 2008/09 and has seen an approximately $57 billion decline 
in its net financial assets between 2008/09 and 2017/18. The government has stated that 
it will continue to run significant budget deficits for many years before finally achieving 
balance in 2023/24. This unambitious target for balancing the budget is not enough for 
three reasons: running deficits until 2023/24 would significantly add to the province’s 
rising debts; the current budget is based on an elevated level of taxation; and the current 
fiscal trajectory will mean that the provincial government will remain on the “resource 
roller coaster”. 

In this publication, we use a detailed model of Alberta’s finances to project the 
evolution of Alberta’s spending levels, annual budget deficits, and debt accumulation 
between now and 2023/24 under various spending scenarios. First, we evaluate whether 
the provincial government is currently on track to meet its target date for eliminating 
the deficit elimination. It is not: our projection suggests that under existing trajectories 
for revenue and spending, the province will still have a $5 billion deficit in 2023/24. In 
the absence of a substantial—and unexpected—increase in revenue, our model suggests, 
therefore, that a significant slowdown in the rate of spending growth will be required to 
achieve a balanced budget by 2023/24. Specifically, we estimate that the provincial gov-
ernment will need to hold the growth of program spending to an average annual rate of 
0.8% in the years ahead. These forecasts show that a balanced budget can be achieved by 
2023/24 without nominal spending reductions. Given the scale of Alberta’s fiscal chal-
lenges, this represents an unambitious objective. 

There are several reasons that running deficits for such a long time into the future 
will be perilous. First, continued deficits are leading to a significant accumulation of debt. 
Our projection shows that during the government’s proposed timeline for deficit elim-
ination, Alberta’s net debt will climb to $62 billion and the cost of servicing the debt will 
double between now and 2023/24. 

Second, the provincial government recently introduced several tax increases that 
have badly undermined the province’s former tax advantage. The spending plan outlined 
above will leave no room to reduce the province’s elevated tax burden. This is particu-
larly important in light of recent decreases in US federal taxes. The province has gone 
from the lowest top statutory personal income and corporate income tax rates in North 
America to middle of the pack or worse in a few short years. So balancing the budget on 
a slow timeline without nominal spending reductions will mean foregoing an opportun-
ity to restore the province’s formerly unambiguous advantage within North America as 
a result its low tax rates. 

Third, this plan would not allow the province to get off the “resource roller coaster”. 
In other words, it would continue to use 100% of non-renewable resource revenue for 
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current spending rather than contributing a portion to the Heritage Trust Fund, as was 
envisioned when the fund was created. Moreover, failing to get off the resource roller 
coaster leaves provincial finances vulnerable to future fluctuations in commodity prices.

What level of spending restraint or nominal reductions would be needed to achieve 
a balanced budget sooner or create fiscal room to address these? Our forecasts suggest the 
budget can be balanced one year ahead of schedule (by 2022/23) by holding the growth 
of program spending to 0.25% annually starting in 2018/19. Further, with modest annual 
spending reductions of 0.55% between now and 2021/22, the deficit could be eliminated 
two years ahead of schedule. Balance could be achieved by 2020/21 by reducing program 
spending at an average annual rate of 1.85% and, finally, the budget could be balanced by 
2019/20 if the government were to reduce nominal program spending by 4.7% annually 
over the next two years. 

We have not evaluated the specific advantages and disadvantages of the various 
deficit elimination strategies laid out above, but it is evident that balancing the budget 
at an earlier date would reduce the accumulation of debt while giving the provincial 
government room to provide tax relief and to reduce the province’s reliance on revenue 
from non-renewable resources. 
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Introduction

Alberta faces severe economic, fiscal, and policy challenges. Between 2014 and 2016, the 
provincial economy contracted by roughly 16.4% in nominal terms. The province’s pub-
lic finances, which until recently were the envy of the country, are in disarray. Although 
Alberta’s debt burden is still smaller than that of other Canadian provinces, large budget 
deficits each year are quickly closing the gap and Alberta is projected to rack up tens of 
billions in new debt in the years ahead. Partly in response to the ballooning budget deficit, 
in 2015 the Notley government introduced increases to provincial personal and corpor-
ate income taxes, substantially undermining the “Alberta tax advantage” the province 
had previously enjoyed over other jurisdictions in North America. 

The province’s regular multi-billion dollar budget deficits represent a significant 
policy problem. These deficits are a potent symbol of the change in Alberta’s fortunes 
over the course of recent years, and credit rating agencies have pointed to the deficit 
and the absence of a plan to reduce it quickly as a primary cause of credit rating down-
grades (French, 2017). The sitting government has explicitly acknowledged that large, 
persistent budget deficits are problematic by stating its intention to return to balanced 
budgets by 2023/24. 

Achieving a balanced budget by 2023/24 is a realistic but unambitious objective. 
It would require no spending reductions, requiring only some moderation in the pace 
of the growth in spending compared to what has prevailed in recent years. There are 
several reasons that running deficits for such a long time into the future will be perilous. 
First, the long delay before returning to balance means a continued rapid accumulation 
of debt, which brings real costs to Alberta’s taxpayers in the form of higher interest pay-
ments. Second, the government’s plan relies on increased revenue from higher PIT and 
CIT rates for the foreseeable future to meet its modest timeline, restricting the ability of 
the provincial government to regain Alberta’s historic tax advantage. Third, the plan relies 
on a strong rebound in resource prices over a lengthy period of time to do much of the 
work of closing the fiscal gap between spending and revenues. This comes with the risk 
of even more deficits and accumulating debt if the forecast rebound does not come to 
pass. Finally, this timeline means several more years of relying on revenue from natural 
resources to fund current activities rather than contributing a portion of the revenue to 
the Heritage Fund for the benefit of future generations of Albertans. 

This publication presents an analysis of the level of spending restraint needed 
to achieve the government’s objective of returning to a balanced budget by 2023/24, 
given current fiscal projections. It then assesses and quantifies the costs and risks that 
will result from adhering to such a lengthy timeline for returning to a balanced budget, 
and considers the benefits of a more ambitious approach to fiscal consolidation aimed 
at balancing the budget more quickly and creating the fiscal room needed to re-establish 
Alberta’s tax advantage. 
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The plan of the publication is as follows. The first section provides an overview 
of Alberta’s current fiscal challenges. The second section shows what would be required 
to balance the budget within the government’s proposed timeline. The third section 
explains why simply balancing the budget is not enough, given that Alberta’s tax advan-
tage has been compromised and that the province has accumulated significant net debt. 
The fourth section provides estimates of the spending discipline that would be required to 
allow the province to restore Alberta’s tax advantage and return to balance more quickly 
than the government currently proposes.

The model we present in this paper is built from the historical fiscal summary in the 
2016/17 annual report (Government of Alberta, 2017), the 2017 budget (Alberta Finance, 
2017a), and the most recent quarterly report (Alberta Finance, 2017c). Projections beyond 
2019/20 are typically made using recent growth rates calculated from the 2017 budget but 
some (most notably personal and corporate income tax revenue) are grown using nom-
inal GDP. In all our figures: 2016/17 values are actual; 2017/18 values are from the 2nd 
quarter update; 2018/19 and 2019/20 values are from the 2017 budget but have been modi-
fied to account for the updated 2017/18 values; and, 2020/21 through 2023/24 values are 
our projections. All values beyond 2019/20 in tables and figures are from our projection. 
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Alberta’s fiscal challenges

Albertans have endured significant economic pain since the sharp decline in commod-
ity prices in 2014 triggered a major recession lasting nearly two years. The decline in oil 
prices from highs over $100 per barrel to lows under $30 per barrel triggered a 16.4% 
decline in provincial GDP, an increase in unemployment (peaking at 9%), and a nearly 
14% decrease in government revenue. The recession hit government finances hard, lead-
ing to a rapid decline in government revenue, a dramatic increase in the size of the budget 
deficit and acceleration in the pace of government debt accumulation.

There is no doubt that the downturn in commodity prices hurt Alberta’s bottom 
line. However, it would be a gross oversimplification to suggest that the fiscal prob-
lems that have emerged in Alberta are solely the result of low oil prices. In fact, gov-
ernment spending decisions, both before and after the oil price slump, are also major 
contributing factors to Alberta’s fiscal problems. To demonstrate that Alberta’s fiscal 
challenges pre-date the fall in oil prices, consider that, by the end of this fiscal year, the 
Government of Alberta will have run nine deficits in ten years, despite the fact that the 
provincial treasury was flush with resource revenue during much of that period. As 
figure 1 shows, the provincial government has run nearly uninterrupted budget deficits 
since 2008/09, a period that includes times of both high and low energy prices. Clearly, 
although the fall in oil prices made things much worse, Alberta’s fiscal challenges pre-
date the slump and subsequent recession, as it has run budget deficits in nine of the 
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past ten years, including years when oil prices averaged over $90 per barrel. Alberta’s 
tendency to run budget deficits precedes by far the recent fall in commodity prices. 

One important underlying cause of Alberta’s chronic fiscal problems is the fail-
ure on the part of successive governments to restrain spending. As recent research by 
the Fraser Institute has demonstrated, the nearly uninterrupted deficits since 2008/09 
resulted from program spending that has consistently grown more rapidly than the com-
bined rate of inflation plus population growth. Indeed, between 2004/05 and 2014/15, 
program spending increased by nearly 100%—almost twice what would have been 
required to keep up with the growth in prices and population (Lafleur, Palacios, Eisen, 
and Lammam, 2015). Had the provincial government kept spending growth either to the 
rate of inflation plus population or the rate of economic growth in the decade prior to 
the 2014 fall in oil prices, the province would have run surpluses throughout most of the 
past decade and would have found itself in a much better position today, both in terms 
of its level of net assets and its current budget balance. 

This long string of budget deficits, initially caused by a lack of spending restraint 
and exacerbated by the recent fall in oil prices, has taken a toll on the health of Alberta’s 
public finances. The Government of Alberta had $35 billion in net financial assets at 
the beginning 2008/09. After a nearly unbroken string of deficits starting that year, in 
2016/17 the government had negative net financial assets for the first time since 1999/00. 
This year, Alberta’s net debt is expected to reach $21.7 billion. In total, this represents a 
decline of $57 billion in a single decade. Figure 2 shows the deterioration of Alberta’s 
financial position over the past decade, while table 1 provides a more detailed overview 
of the evolution of Alberta’s finances in recent years. 
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This rapid accumulation of debt is already imposing real costs on Albertans, and 
those costs are set to grow in the years ahead. A growing debt means increased debt-
service costs for Albertans, which consume scarce resources that become unavailable for 
other priorities. Annual debt servicing costs for Alberta were negligible as recently as 
2008/09—$208 million or 0.53% of total revenue—but they are expected to reach $1.4 
billion, or 3.1% of total revenue, in the current fiscal year. These costs are expected to 
grow significantly in the years ahead. 

The rapid growth in government debt is also having the negative consequence 
that the government’s borrowing may be more expensive for taxpayers as the province 
has seen its credit rating downgraded repeatedly amidst concerns about large persistent 
deficits and rapid debt accumulation (French, 2017). Although Alberta still carries the 
smallest debt burden in Canada relative to its GDP, rating agencies, concerned about the 
sheer pace at which debt is accumulating as well as the absence of a serious plan to arrest 
it, are sounding alarms about the sustainability of Alberta’s fiscal stance and trajectory. [1] 

[1] While Alberta’s relatively small debt burden means that its current fiscal situation is much healthier 
than that of other provinces at the time of writing, the sheer speed at which debt is being accumulated 
could rapidly change the province’s fortunes absent fiscal reforms. To wit, the Parliamentary Budget 
Officer released a report noting that Alberta has a large “fiscal gap” and that “permanent tax increases or 
spending reductions amounting to 4.6 per cent of provincial GDP ($14.1 billion in current dollars) would 

Table 1: Alberta's net financial assets ($ millions) as of March 31st

2015  
(actual)

2016  
(actual)

2017  
(actual)

2018 
(estimate)

Financial Assets

Heritage Savings Trust Fund, endowment, other funds 18,860 19,262 19,836 20,199 

Contingency Account 6,529 3,625 2,299 0 

Self-supporting lending organizations 19,415 20,204 20,904 21,413 

Capital financing account 0 1,892 1,394 0 

Equity in commercial enterprises and student loans 5,053 5,552 4,130 n/a

Other financial assets (including SUCH sector) 16,220 13,342 17,724 n/a

Other 21,273 18,894 21,854 21,362 

Total financial assets 66,077 63,877 66,287 62,974 

Liabilities

Liabilities for capital projects 11,922 19,040 23,769 28,503 

Debt for pre-1992 TPP liability 943 944 944 944 

Direct borrowing for fiscal plan 0 0 8,585 13,228 

Self-supporting lending organizations 17,301 17,941 18,385 18,599 

Pension liabilities 11,196 10,566 10,023 9,786 

Other liabilities (including SUCH sector) 11,661 11,467 13,482 13,636 

Total liabilities 53,023 59,958 75,188 84,696 

Net financial assets 13,054 3,919 −8,901 −21,722

Sources: Government of Alberta, 2017; Alberta Finance, 2017a, 2017c.
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Clearly, Alberta faces serious fiscal challenges that have their roots in the spend-
ing decisions of previous governments as well as the recent downturn in energy prices. 
However, it must also be noted that spending decisions subsequent to the fall in energy 
prices in 2014 have also contributed to the large deficits and difficult fiscal situation that 
Alberta finds itself in today. 

Despite inheriting a challenging set of fiscal circumstances, the Notley Government 
did not embark on a program of fiscal consolidation or restraint, and actually increased 
program spending by roughly 11% in its first two years in office, further driving debt 
accumulation. This decision to continue increasing spending despite large budget deficits 
has had important implications for the evolution of Alberta’s budget deficit. Consider the 
fact that from the pre-recession revenue peak in 2014/15 to 2019/20, revenues will grow 
from $49.5 to $51.5 billion, [2] an increase of 4.4% while expenditures over the same per-
iod are expected to grow from $48.4 to $57.7 billion, an increase of 19%. Revenue will 
have nearly completely recovered (in nominal terms) by next year, and yet the province 
still faces a large deficit. If the Notley government had chosen to hold nominal spending 
at the level it inherited upon taking office, [3] the projected deficit would be less than 
$4 billion next year, and the province would be on track for relatively small deficit in 
2019/20. Further, the province’s net debt as of 2019/20 would be approximately $17 bil-
lion lower than will in fact be the case. 

Even if the government had embraced a more modest form of restraint, hold-
ing spending growth to the rate of inflation plus population growth, the current deficit 
would be substantially smaller and the pace of debt accumulation slower. Specifically, 
next year’s projected deficit would be $8.5 billion instead of $9.6 billion. In short, while 
spending decisions predating the recession and the fall in oil prices caused the explo-
sion of large budget deficits in Alberta, spending decisions since have failed to address 
the problem and have in fact prolonged the province’s large budget deficits and rapid 
accumulation of debt. 

It is worrying that Alberta’s provincial government has not yet taken meaningful 
action to shrink the deficit. It is equally troubling that there are no existing plans to rein 
in deficits in the foreseeable future: Alberta Finance has published budget estimates up 
through the 2019/20 fiscal year, and there are increases in program spending projected 
in every year. The Finance Minister has stated that the government aims to return to a 
balanced budget by 2023/24, but has not yet laid out a plan showing how this will be 
done. In the following section, we assess the extent of spending restraint that will likely 
be required in order to meet the government’s modest objective. 

be required to achieve fiscal sustainability” (2017). Additionally, a report published by the MacDonald-
Laurier Institute in 2012 estimated that Alberta has the second highest probability of default among 
Canadian provinces over a 20-year time horizon, and the greatest probability over a 30-year time hori-
zon ( Joffe, 2012). In short, there is no reason for complacency about Alberta’s finances despite the cur-
rently low debt-to-GDP ratio.
[2] Values for 2018/19 and 2019/20 will not exactly match those reported in the recent budget as the 
time series have been adjusted with information from the second quarter update.
[3] Based on the March 2015/16 budget.
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What would it take to balance the 
budget within the government’s 
proposed timeline?

While the government of Alberta has not published a plan to begin serious measures to 
eliminate the deficit before the end of the government’s mandate, the Finance Minister 
has repeatedly pledged to balance the budget by 2023/24. Worryingly, the government 
is currently not on track to achieve even this modest objective. Figure 3 provides our 
baseline projection for the provincial government’s future expenditures and revenues 
through 2023/24 based on the most recent information available. This scenario is our 
best estimate of how provincial finances will evolve unless there is a deviation from the 
plans and expectations published in recent government fiscal documents. This scenario 
makes no assumptions about changes to taxes or other areas, takes government budget 
and update data as the best available estimates, and uses current spending patterns and 
the most recent long-term forecasts to build projections. 

As figure 3 shows, the government’s current revenue and spending trajectories will 
likely see the deficit shrink somewhat in the years ahead, but it will remain substantial. 
Indeed, our projections suggest that unless meaningful changes are made to its spending 
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and/or revenue trajectory, the government will still face deficits of over $6 billion through 
to the end of 2021/22, and will still have a $5 billion deficit in 2023/24—the year of the 
government’s target date for a balanced budget. 

This projection is based on the continuation of current spending trends: that is, 
it assumes that growth in spending in major components of the budget will continue to 
increase at the same rate as has prevailed in recent years. In other words, and to simplify 
somewhat, our projection shows that, if Alberta continues along a similar trajectory of 
spending growth over the next several years as it has been on over the past three years, 
large deficits will persist into the mid-2020s, even if revenue growth is solid and resource 
revenues substantially recover. The implication of these projections is that, in order to 
meet the modest goal of balancing the budget by 2023/24, the government will likely 
need to alter its spending trajectory in the years ahead. However, the level of restraint 
required to meet this objective is actually quite small.

This section provides an estimate of the type of spending discipline required to 
meet that target if fiscal restraint were to begin in the next provincial budget (starting in 
the 2018/19 fiscal year). One challenge in producing this estimate is that published esti-
mates of revenue and expenditures from the Alberta Department of Finance are only 
available up to 2019/20. This means that we need to make some assumptions about how 
revenue will evolve until 2023/24, assuming no major fiscal policy changes or significant 
macroeconomic shifts. In order to come up with reasonable estimates for government 
revenue and expenditures through 2023/24, which will give us an idea of how large of a 
deficit we can expect under the status quo, we have extended the growth of revenue and 
spending using growth rates in the budget, augmented, as necessary, with information 
in quarterly updates and annual reports.

According to our projection, total revenue in 2023/24 will be roughly $60.2 bil-
lion, while total spending will be about $64.5 billion, leaving the province with a pro-
jected deficit of $5.3 billion (including the $1 billion risk adjustment as included in the 
reported surplus for 2019/20 in the 2017 budget). Given that total spending is estimated 
to be $54.7 billion in the 2017/18 fiscal year, this means that the government could 
increase annual spending to roughly $5.5 billion over its current level by 2023/24 and 
balance the budget on their timeline. That would mean increasing total spending at a 
much slower rate than during their first two years in office. Figure 4 shows currently 
projected spending and revenue, as well as projected spending under our alternative 
scenario of the government increasing program spending by 0.8% annually from 2017/18 
to 2023/24. As the figure shows, the government could succeed in balancing the budget 
over its preferred timeline (by 2023/24) under reasonable revenue assumptions with 
a slower rate of growth in spending. In summary, balancing the provincial budget over 
the government’s proposed timeline would not only be achievable without cuts, it is 
achievable with increases in nominal spending (though real per-capita spending would 
have to fall somewhat). 
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Why is balancing the budget  
by 2023/24 not enough?

We have shown that the government’s current revenue and spending trajectories will 
not produce a balanced budget by 2023/24. Some level of restraint, beyond what the 
government has so far exhibited, will be necessary to achieve this target: we project the 
government could do so by holding the growth of program spending to 0.8% between 
now and the target date. There would be, however, significant costs and risks associ-
ated with implementing this spending trajectory. First, it would extend Alberta’s string 
of deficits well into the future, resulting in a substantial run-up in public debt and debt 
service costs. Second, it would leave the province reliant on an elevated tax burden to 
achieve a balanced budget. Third, the spending trajectory relies on a strong rebound 
in resource royalties and calls for spending the entirety of those resource royalties as 
they are collected. The plan, therefore, leaves the province reliant on volatile and non-
renewable resource revenues to maintain a balanced operating budget, which poses both 
budgetary risks and important questions about inter-generational fairness. This section 
discusses each issue in turn. 

Accumulated debt
As we have seen, Alberta’s large, sustained budget deficits have led to a rapid deteriora-
tion in the province’s net asset position over the past decade. As a result, the province 
has gone from having $35 billion in net financial assets in 2007/08 to an estimated $22 
billion of net debt by the end of the 2017/18 fiscal year. One of the most important con-
sequences of the government’s current plan to run budget deficits until 2023/24 is the 
continuing growth in provincial debt that will occur as a result. This increase of debt will 
also mean a rapid increase in annual debt-service payments, eroding an important fiscal 
advantage from which Alberta has long benefitted. 

Our projections show that if Alberta’s provincial government increases program 
spending at a growth rate of 0.8% annually to achieve a balance budget by 2023/24, 
the province’s debt burden will continue to expand quickly, and will reach $62 billion 
in 2023/24 (figure 5). [4] For context, this represents, $13,146 per Albertan, and will 
bring Alberta’s debt-to-GDP ratio to 14.0%. Under this scenario, Alberta will go from 

[4] We use interest rates implied by capital borrowing costs relative to capital liabilities in Alberta (as 
presented in the budget and quarterly report) for 2018/19 and 2019/20 and our own projection for 
subsequent years. Our projection of interest rates uses forecasts of the Bank of Canada’s overnight tar-
get rate coupled with a constant premium for Alberta bonds. We have interest rates on new borrowing 
increasing from 3.0% in 2018/19 to 4.5% in 2023/24. Our projections of debt-servicing costs for any 
given year are based on the cost for the prior year plus new borrowing at the prevailing interest rate. 
To keep the projection relatively simple, we do not make any allowance for Alberta needing to roll 
over existing bonds at (presumably) higher rates.
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having no net debt to having a debt to GDP ratio similar to the current levels in British 
Columbia and Saskatchewan. This increase in debt will erode a key fiscal advantage that 
has benefitted Alberta throughout recent history: the fact that the province has not had 
to spend significant amounts of money each year on debt-service payments. Consider 
that in 2016/17, debt-servicing costs in Alberta represented just 2.4% of provincial gov-
ernment revenue. This was the lowest figure of any province, and much lower than highly 
indebted provinces like Ontario (8.6%), and Quebec (9.8%) (Lammam, MacIntyre, Ren, 
and Hasan, 2017).

Low debt services payments have freed up substantial resources in Alberta that 
are as a result available for other budgetary priorities. Unfortunately, delaying budget 
balance until 2023/24 erodes this advantage significantly in future years. Figure 6 shows 
how debt service payments as a share of government revenue are projected to evolve in 
this scenario between now and 2023/24. By 2023/24, debt-servicing costs will account 
for 5.0% of total government revenue—a doubling of debt-service costs as a share of gov-
ernment revenue from 2016/17. These increased debt-service payments will mean fewer 
resources available for other priorities. 

To put the change in context, figure 7 shows debt-service payments per Albertan 
from 2008/09 through to their projected levels in 2023/24 under the government’s implied 
spending trajectory. In 2008/09, per-person debt-servicing payments were negligible, 
since the province had no net debt. Between 2017/18 and 2023/24, the annual per-person 
cost of servicing Alberta’s debt will climb from $325 to $638. The total debt servicing cost 
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Figure 6: Alberta’s debt-servicing costs as a percentage of total 
revenue, 2017/18–2023/24
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Figure 7: Alberta’s debt-servicing costs per capita ($), 2017/18–2023/24
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in 2017/18 is estimated at $1.4 billion. By 2023/24, we project that, under the government’s 
balanced-budget timeline, annual debt-service payments will climb to nearly $3.0 billion 
per year—the equivalent of more than half of the provincial government’s current annual 
spending on social services—with a continuing strong upward trajectory. 

In the past, and still today, Alberta enjoys a fiscal benefit resulting from its low debt 
burden. Specifically, it is required to spend very little money each year servicing debt. 
The government’s current plan to run several more large budget deficits and not attempt 
to achieve a balanced budget until 2023/24 will substantially erode this advantage. A 
more ambitious timeline for faster reduction of the deficit would limit the amount of 
debt added to Alberta’s books in the years ahead, and help preserve this fiscal advantage. 

Elevated tax burden
A second problem with the government’s proposed spending trajectory is that, even to meet 
its modest deficit elimination date of 2023/24, it implies continued reliance on the rev-
enues resulting from a tax burden on Albertans that has been substantially increased since 
the beginning of the recession. In short, the government’s spending plan and a balanced 
budget date of 2023/24 precludes the restoration of Alberta’s once famous “tax advantage”, 
the result of its low rates of personal income tax (PIT) and corporate income tax (CIT). 

There are two ways in which one could define this tax advantage. The first is that 
Alberta has historically had lower top statutory rates on corporate and personal income 
taxes, combined with no provincial sales tax. This is the traditional definition. However, 
another, more important, way in which Alberta has historically had a tax advantage is that it 
has had a lower marginal effective tax rate (METR) on investments. In many ways, this is a 
more important indicator, particularly when Alberta is compared with American jurisdic-
tions. By both definitions, Alberta’s standing relative to competing jurisdictions has fallen. 
Using the first definition, Alberta’s tax advantage has eroded compared to other provinces 
and disappeared entirely compared to US jurisdictions. By the latter definition Alberta still 
has a tax advantage compared to many provinces but the advantage against US jurisdic-
tions has disappeared, particularly in light of the recent tax changes in the United States. 

Alberta’s tax competitiveness relative to other jurisdictions in North America has 
changed markedly in recent years. In 2014, prior to recent changes in tax rates at the 
federal and provincial levels, Alberta had the lowest combined top statutory personal 
and corporate income-tax rates of any Canadian or American jurisdiction. Recent tax 
changes have substantially eroded Alberta’s tax advantage. [5] Thanks to an increase in 
the top federal rate as well as a five-percentage point increase to the top provincial tax 
rate, Alberta’s top PIT rate is now in the highest third of all North American Jurisdictions 
(Eisen, Lafleur, and Palacios, 2017). 

[5] It should be noted that Alberta retains the lowest overall tax burden in Canada, thanks primarily 
to the absence of a sales tax, widely recognized to be a more efficient form of taxation than either the 
PIT or the CIT. In saying that Alberta has lost its “tax advantage” we do not mean to imply Albertans 
face a tax burden larger than residents of any other province but rather that the province has lost its 
advantage on key rates that affect economic performance and competitiveness. 



14 • Alternative Paths for Alberta’s Budget • Lafleur and Emes

fraserinstitute.org

Similarly, Alberta has lost the tax advantage given by its low statutory corporate 
income-tax rate. Whereas, in 2015 Alberta benefitted from the lowest statutory corpor-
ate income-tax rate in Canada, following a two-percentage point increase by the newly 
elected NDP government in that year, Alberta now finds itself in the middle of the pack 
in Canada. To the extent that Alberta’s low statutory rate gave it an advantage in attract-
ing business investment to the province, that advantage too has been eroded by recent tax 
policy changes. [6] More worrisome is the fact that the US federal government has reduced 
its statutory corporate tax rate from 35% to 21%. This means that several key American 
competitors to Alberta, states such as Texas and Wyoming, now have lower statutory cor-
porate income-tax rates than Alberta, rather than significantly higher as in 2014.

Of course, it is true that many US corporations historically paid less than the 35% 
rate due to complexities in the American corporate-tax system. But looking at the METR 
on new capital investments gives us an apples-to-apples comparison. Philip Bazel and 
Jack Mintz at the University of Calgary estimate that the average METR for US corpora-
tions has dropped from 34.6% to 18.8%, below their 19.3% estimate for Alberta in 2016 
(Mintz, 2017; Bazel and Mintz, 2016). Had Alberta’s METR remained at its 2014 levels 
(17%), Alberta would still enjoy a tax advantage against the average US state according 
to this important metric (Chen and Mintz, 2015). 

The decision to increase Alberta’s PIT and CIT rates in 2015 was taken partly in 
an effort to address the province’s large budget deficits, and the government’s estimates 
suggest that they have raised revenue for the province. [7] Indeed, the spending trajec-
tory described above would rely on this additional revenue to meet its balanced budget 
target of 2023/24. In other words, it precludes until at least 2023/24 the possibility of 
restoring Alberta’s tax advantage if the government is to achieve a balanced budget. In 
short, a second problem with a spending trajectory that would delay budget balance until 
2023/24 is that it consumes fiscal room that could otherwise be used to restore Alberta’s 
tax advantage and thereby help encourage economic growth. Its continued reliance on 
an elevated and economically harmful tax on Albertans is a second weakness of the gov-
ernment’s timeline and its implied spending trajectory. 

Still riding the natural resource roller coaster,  
still borrowing from the future
Not only does the government’s implied spending trajectory rely on receipts from an 
elevated tax burden on Albertans to achieve its 2023/24 deadline for a balanced budget, 
it also relies on a strong rebound in resource revenues—and a willingness to spend all 
resource revenues on current consumption as they come in. One of the major short-
comings of Alberta’s budgeting process throughout its history has been its reliance on 

[6] Statutory tax rates are one of many ways to measure tax competitiveness among jurisdictions. 
Another important measure is the Marginal Effective Tax Rate (METR). We use statutory rates here 
for the sake of simplicity but note that the METR is at least as important a metric. Bazel and Mintz 
(2016) have shown elsewhere that Alberta’s METR is higher than several other Canadian jurisdictions.
[7] Authors’ calculation based on Alberta Finance, 2015.
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a volatile and cyclical source of revenue—resource royalties—to fund program costs 
that are not nearly as volatile (Kneebone, 2006). Furthermore, the reliance on natural-
resource revenues to fund current programs raises important questions about inter-
generational fairness, as it spends revenues from non-renewable resources, in which 
future generations arguably have a legitimate interest, on the consumption needs of the 
current generation. 

The government’s timeline and implied spending trajectory represents nothing 
less than buying a ticket for yet another ride on the revenue roller coaster. It relies on a 
strong rebound in energy prices and makes no provision to resume saving assets from 
resource royalties in the Heritage Trust Fund or a similar vehicle for at least another 
seven years. In short, the government’s plan puts the province at risk of falling back into 
the same problems we are facing today when another downturn in energy prices occurs.

This reality is most clearly demonstrated by figure 8, which shows natural-resource 
revenue as a share of all government revenue in Alberta. There was a major decline in oil 
resource revenues beginning in 2014/15, when natural-resource revenue still accounted 
for roughly one fifth of provincial own-source revenue and fell to just 7.9% in 2015/16. 
The province’s reliance on natural-resource revenue to provide such a large share of prov-
incial revenue and finance elevated spending levels left the province’s finances vulnerable 
to the downturn in oil prices that occurred in the middle of this decade. This decline in 
resource revenue has contributed to the emergence of large budget deficits since.

According to the government’s targets and our own projections, the government’s 
plan to balance its budget by 2023/24 relies on a strong rebound in resource revenues, 
with the share of own-source revenue climbing back up to 15.4% in 2019/20 (government 
target) and continuing to grow in subsequent years to 18.5% by 2023/24. [8] In short, it 
relies on the share of Alberta’s own-source revenue from resource revenues rebounding 
to be just 2.1 percentage points lower than was the case in 2014/15. If this rebound fails to 
take place, the government will be unable to balance the budget by 2023/24 with 0.8% 
annual growth in program spending. And, even if there is a rebound, the government 
would find itself in 2023/24 with a budget balance that is nearly as reliant on natural-
resource revenue, and therefore almost as vulnerable to price shocks, as was the case in 
the years preceding the current fiscal crisis. In other words, even with a balanced budget 
restored the province would find itself vulnerable to the same type of cyclical downturn in 
prices that contributed to the emergence of the large deficits that Alberta is facing today.

[8] Our projection uses government figures up to 2019/20 (which shows a substantial increase) 
as a starting point and allows for the growth of resource revenue at twice the rate of GDP growth. 
This growth is based on current predictions of strong price increases in oil and natural gas as well as 
increased production from the oil sands. We make no specific allowance in our projection for various 
complications such as royalty rates increasing with the price increase or facilities moving to post-payout 
phase. Both of these factors will produce high royalty revenues so our growth estimates may prove 
conservative (for the assumed price growth). A detailed projection of resource revenues is beyond the 
scope of this publication and is not essential as the point made above holds whether resource revenues 
make up 10%, 20%, or even 30% of own-source revenues.
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In addition to leaving Alberta on the “resource roller coaster”, vulnerable to fiscal 
shocks when oil prices fluctuate, the government’s spending trajectory would require 
the use of all resource revenues collected in 2023/24 to achieve a balanced budget. This 
means that saving some of the resource royalty to generate income for the benefit of 
future generations will be forestalled at least until then. Reviewing the arguments for 
and against saving at least some share of non-renewable natural-resource revenue for the 
benefit of future generations is beyond the scope of this publication: for our purposes 
here it suffices to note that some analysts view conserving revenue from non-renewable 
resources to produce a future revenue stream as necessary for intergenerational fairness. 
We also note that many jurisdictions, most notably Norway, have succeeded in saving 
some share of natural-resource revenue as it has been generated, creating substantial 
sovereign wealth funds that are now providing a steady and dependable stream of rev-
enue, helping provide public services and easing the tax burden in those jurisdictions. 
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Figure 8: Alberta’s resource revenue as a percentage of own-source 
revenue, 2009/10–2023/24
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Alberta’s provincial government has at various points voiced a commitment to 
this principle, most notably through the creation of the Heritage Trust Fund in 1976. The 
trust fund was created by the government of Peter Lougheed and was intended to be a 
destination for revenue from non-renewable resources to create a stream of revenue to 
benefit future generations (Alberta Finance, 2017b). Alberta’s governments discontinued 
regular contributions to the Heritage Trust Fund after 1986/87 and since then have only 
contributed an additional $4 billion. Indeed, all of this additional contribution occurred 
between 2005/06 and 2007/08 (Government of Alberta, 2017b). As a result, the Heritage 
Fund has shrunk relative to the size of the provincial economy. The fund’s equity stood 
at 8.3% of GDP in 2000/01, and has fallen to 4.7% of GDP today.

The government’s balanced-budget target date implies that no future contribu-
tions will be made at least until 2023/24. The government’s plan requires all expected 
resource revenue in 2023/24 to achieve a balanced budget in that year, leaving none 
available for the benefit of future generations. Presumably, the government could once 
again begin considering contributions at that point; however, the distant balanced budget 
date of 2023/24 appears to forestall this option for the foreseeable future. The result of 
this decision will be a continued erosion of the value of the heritage trust fund relative to 
the size of the provincial economy (figure 9), and therefore of its potential to serve as a 
significant source of revenue to benefit future generations. The heritage fund as a share 
of GDP is expected to fall to 4.5% of GDP in 2019/20. 

As we have seen, one of the major shortcomings of Alberta’s approach to budget-
ing in recent history has been its heavy reliance on a cyclical source of revenue to pay 
for structural and relatively constant expenses, which has left the province vulnerable to 
severe fiscal shocks when oil revenues have declined and absorbed all natural-resource 
revenues, saving nothing for the benefit of future generations. The government’s implied 
spending trajectory and balanced-budget target date of 2023/24 will continue this fiscal 
policy in Alberta. In essence, the government plans to buy a ticket for another “ride” on 
the revenue roller coaster and rely on increasing resource revenues to fill in the current 
budget hole. This will leave the province vulnerable to future shocks and, further, will 
make it impossible (at least in the short term) for the province to once again begin saving 
some current resource revenue to produce a steady future revenue stream.
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What would it take to reach a 
balanced budget faster?

It is clear that the government of Alberta is currently not on track to achieve a balanced 
budget by 2023/24. However, by exercising modest spending restraint and reducing 
annual growth of program spending to 0.8% between now and then, this target can likely 
be met using reasonable revenue assumptions. Increases of 0.8% in annual program 
spending are therefore “affordable” within the parameters of the government’s timeline 
and may be sufficient to achieve a balanced budget by 2023/24. However, pursuing this 
spending trajectory would produce a number of problems for Alberta that have been 
discussed in the preceding section.

The government could mitigate the effect of these problems, or begin creating the 
fiscal room needed to address them, by pursuing a more ambitious approach to spend-
ing consolidation. This section will show what level of spending restraint or spending 
reductions would in fact be required to achieve a balanced budget on a faster timeline 
than the government now proposes. 

Assuming no changes to revenue, the government would need to hold growth in 
program spending to 0.25% annually to achieve a balanced budget one year ahead of the 
current schedule—by 2022/23. To balance the budget one year earlier still, by 2021/22, 
the government would have to shrink average annual program spending by −0.55%. To 
achieve a balanced budget by 2020/21, the government would be required to reduce 
nominal program spending at an average annual rate of −1.85%. Finally, to achieve a 
balanced budget in 2019/20, nominal program spending cuts over the next two years 
would need to average 4.7%. Figure 10 shows our current revenue forecast along with 
the various spending trajectories that would be needed to achieve a balanced budget in 
each of these fiscal years.

Each of these alternative spending trajectories would achieve a balanced budget 
more quickly than the government’s current plan, and therefore would result in less 
accumulated debt in the years ahead. Figure 11 shows how high Alberta’s net debt could 
be expected to climb in the years ahead under each of these various spending trajectories. 
As figure 11 makes clear, the provincial government will have accrued substantial net debt 
by the time it manages to balance the budget under any of these scenarios: even under 
the most aggressive that would balance the budget by 2019/20 and require 4.7% reduc-
tions in program spending over each of the next two fiscal years, the government will 
have amassed almost $33 billion in net debt by the time the budget is balanced. Should 
the government choose to meet its own balanced budget timeline by increasing program 
spending annually by 0.8%, we project that it will have $62 billion in net debt by the 
time it balances the budget in 2023/24. Our projection based on the government’s cur-
rent trajectory is that the government would amass $80 billion in net debt by 2023/24 
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and still have a $5.3 billion deficit [9] that fiscal year. Of course, simply balancing the 
budget does not necessarily stop the accumulation of debt. Capital spending is financed 
through borrowing, so the capital account could continue to add to the province’s net 
debt even after the budget is balanced, depending on other spending choices. But show-
ing the amount of accumulated debt by the date that the budget is balanced highlights 
the consequences of delaying a return to a balanced budget. 

Clearly, alternative spending trajectories aiming at balancing the budget at ear-
lier dates could significantly slow down the pace at which debt accumulates in Alberta. 
Achieving the balanced-budget target dates in these years using these spending trajector-
ies would still rely on an elevated tax burden and the use of all natural-resource revenues 
in the year they come in, so further restraint or reductions beyond the spending trajec-
tories shown here would be required to meet the associated balanced budget target date 
while also reducing the tax burden, saving some revenue from natural resources, or both. 
However, it is clear that the spending trajectories that eliminate the deficit more quickly 
and reduce the amount of debt the province accumulates in the years ahead will make 
it easier for the government to consider meaningful tax reductions and begin to make 
provisions for saving some share of natural resource revenues for the benefit of future 
generations, with the additional benefit of reducing the province’s reliance on a cyclical 
revenue source to fund current activities.

Of course, the different levels of spending restraint or spending reductions required 
to meet each of these target dates would require different levels of fiscal responsibility 
with respect to program reforms, public-sector wage restraint, and other strategies for 
fiscal consolidation. It is beyond the scope of this paper to evaluate the advantages and 
disadvantages of the trade-offs that would be required to achieve the various budget 
elimination target dates shown here. Instead, it will suffice to say that, if the provincial 
government wishes to avoid the rapid accumulation of debt in the years ahead for which 
it is now on course and create the fiscal room to restore Alberta’s tax advantage and end 
the province’s reliance on natural resource revenue, it will need to implement meaning-
ful spending restraint. 

[9] Including the $1 billion risk adjustment to be consistent with the reported surplus/deficit.
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Conclusion

Alberta’s provincial government faces significant fiscal and economic challenges. The 
government has run nearly uninterrupted deficits since 2008/09 and has seen a decline 
of approximately $57 billion in its net assets between 2008/09 and 2017/18. Further, 
the province has eroded the competitive tax advantage it once held over other North 
American jurisdictions. The Alberta government has released no detailed plan for bal-
ancing its budget but has repeatedly claimed it will do so by 2023/24. Achieving this 
modest goal will require more spending restraint than the government has been willing 
or able to implement thus far, and will likely only be possible if annual program spend-
ing growth can be held to 0.8% between now and then.

This spending trajectory and deficit timeline, however, would create or exacer-
bate important problems now facing Alberta. It would result in a rapid increase in debt, 
it would rely on an elevated tax burden to achieve budget balance, and it would keep 
Alberta on the “natural resource roller coaster”, with the possibility of more fiscal prob-
lems or even crises in the future. These negative outcomes are not inevitable: adopt-
ing an expedited timeline for eliminating the deficit that includes meaningful spending 
restraint could allow the government to address these three challenges that would arise 
from continuing to run deficits until 2023/24. 
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