
Did Gov ern ment Stim u lus Fuel
Eco nomic Growth in Can ada?

An Anal y sis of Sta tis tics Can ada Data

Main Conclusions

• The Canadian economy turned a corner midway through 2009; GDP increased by 0.2 percent in the 
third quarter and by 1.2 percent in the fourth quarter (this is after three consecutive quarters of
decline: -0.9 percent in the fourth quarter of 2008, -1.8 percent in the first quarter of 2009, and -0.9
percent in the second quarter of 2009).

• During the recession, Canadian governments enacted fiscal stimulus packages including the federal
government, which implemented its $47.2 billion, two-year Economic Action Plan.

• The federal government has repeatedly claimed credit for Canada’s improved economic
performance in the second half of 2009. However, Statistics Canada data show that government
consumption (i.e., spending) and government investment (i.e., infrastructure) played a negligible
role in the economic turnaround.

• Of the 1.1 percentage point improvement in economic growth between the second and third
quarter, government consumption and government investment each contributed only 0.1
percentage points. Business investment contributed 0.8 percentage points and was the driving force
behind the improvement in economic growth.

• Of the 1.0 percentage point improvement in economic growth between the third and fourth quarter, 
government consumption and government investment contributed nothing. Over this period,
increased net exports were the primary reason for the improvement in economic growth.

• Tax relief in the Economic Action Plan likely made some contribution to the improvement in GDP
growth in the form of private consumption and business investment, but these contributions were small.

• Statistics Canada data support recent academic studies showing that stimulus initiatives that
primarily rely on government spending fail to increase economic growth, whereas those that rely on 
tax relief succeed.
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Intro duc tion

Can ada, like most other coun tries,
did not escape the impact of the
global finan cial cri sis of 2008-2009
and the result ing eco nomic reces -
sion. For tu nately, the reces sion in
Can ada is prov ing to be far from the 
dooms day many pre dicted. After
three con sec u tive quar ters of eco -
nomic decline, from the fourth
quar ter of 2008 to the sec ond quar -
ter of 2009, the Cana dian econ omy
has turned a cor ner. Data from Sta -
tis tics Can ada show that eco nomic
out put (gross domes tic prod uct, or
GDP) grew in the third and fourth
quar ters of 2009 (Sta tis tics Can ada,
2010a). 

Dur ing the reces sion, the fed eral
and many pro vin cial gov ern ments
enacted fis cal stim u lus pack ages to
help boost eco nomic activ ity. For
exam ple, the fed eral gov ern ment
imple mented a $47.2 bil lion,
two-year stim u lus plan it called
Can ada’s Eco nomic Action Plan
(Depart ment of Finance, Canada,
2009; 2010).

As the eco nomic recov ery has taken
hold, many gov ern ments have
linked the turn around to their stim -
u lus pack ages. The fed eral gov ern -
ment noted, for instance, that
“recent eco nomic devel op ments
sug gest that the Eco nomic Action
Plan has helped to sta bi lize the
domes tic econ omy and has sup -
ported the resump tion of eco nomic
growth” (Depart ment of Finance,
Canada, 2010: 280).

As the econ omy con tin ues to
recover, it is crit i cal to assess the
eco nomic impact of the stim u lus
pack ages put in place by Cana dian
gov ern ments. In order to do so, this 
Alert exam ines Sta tis tics Can ada

data on the con tri bu tions of gov -
ern ment con sump tion, gov ern ment 
invest ment, and pri vate sec tor activ -
ity to the change in eco nomic
growth in the third and fourth
quarters of 2009. 

Eco nomic growth in
2008-2009 
The Cana dian econ omy was
adversely affected by the global
finan cial cri sis which began
mid-way through 2008. In the
fourth quar ter of 2008, the Cana -
dian econ omy, as mea sured by
Gross Domes tic Prod uct (GDP, i.e.,
the value of all the goods and ser -
vices pro duced in Can ada), expe ri -
enced the first of three con sec u tive
quar ters of decline (fig ure 1).1 Spe -
cif i cally, GDP decreased by 0.9 per -
cent in the fourth quar ter of 2008,
1.8 per cent in the first quar ter of
2009, and 0.9 per cent in the sec ond
quar ter of 2009. After three quar ters 
of eco nomic decline, GDP increased 
by 0.2 per cent in the third quar ter
of 2009 and 1.2 per cent in the

fourth quar ter (Sta tis tics Can ada,
2010a).

Cana dian gov ern ments
respond with “stim u lus”
pack ages
As the econ omy slipped into reces -
sion, many Cana dian gov ern ments
implemented fis cal stim u lus pack ages
in the hopes of boost ing eco nomic
activ ity. The stim u lus pack ages con -
tained a mix of tax and spend ing ini -
tia tives, though most were heavily
weighted toward spend ing. 

Fed eral gov ern ment’s
Eco nomic Action Plan (EAP)

The big gest spender was the fed eral
gov ern ment, which intro duced its
Eco nomic Action Plan (EAP), a
two-year, $47.2 bil lion stim u lus
pack age, in the first quar ter of
2009.2 The stim u lus pack age con -
sists of four prin ci ple actions (see
Depart ment of Finance, Can ada,
2009, Table 3.1: 69):3

1)  to help Cana di ans and stim u -
late spend ing 

2)  to stim u late hous ing
con struc tion 

3)  to build infra struc ture 
4)  to sup port busi nesses and

com mu ni ties

Actions to help Cana di ans and stim -
u late spend ing: the EAP con tains a
mix of per ma nent tax relief, and
expanded ben e fits and train ing for
unem ployed work ers. The sin gle
larg est ini tia tive of the $13.2 bil lion
directed to this cat e gory is the per -
ma nent $4.5 bil lion reduc tion in
per sonal income taxes.4 These
reduc tions con sist pri mar ily of an
increase in the basic per sonal
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exemp tion (the amount of income
tax pay ers can earn tax free), an
increase in the thresh olds of the
bot tom two per sonal income tax
rates, and tar geted relief for
seniors.5

Another large ini tia tive listed in the
EAP to “help Cana di ans” is the $2.5 
bil lion freeze in Employ ment Insur -
ance pre mi ums for 2009 and 2010.6

While the EI pre mium “freeze” is
fea tured prom i nently in the Eco -
nomic Action Plan as an ini tia tive to
help “stim u late” spend ing, in real ity 
there was to have been no change in 
EI pre mi ums from 2008 to 2009.7

Fur ther more, the pre mium freezes
will have lit tle impact on pri vate
con sump tion because there will be
no per ma nent effect on the income

of Cana di ans—they will be forced
to pay higher EI pre mi ums (taxes)
in the future to bal ance the EI
“account” over time.

Actions to help stim u late hous ing
con struc tion: the EAP pledges to
spend $7.8 bil lion over two years to
help stim u late hous ing con struc -
tion. A notable ini tia tive in this
regard was the $3 bil lion tem po rary
Home Ren o va tion Tax Credit pro -
gram, which pro vided Cana di ans
with up to $1,350 in tax relief on
ren o va tions under taken in 2009.
The remain ing stim u lus for hous ing 
con struc tion con sists of, among
other things, the First-Time Home
Buy ers’ Tax Credit ($350 mil lion
over two years) and $4.1 bil lion on
social hous ing ini tia tives funded by

the fed eral government and marked 
as infra struc ture.

Actions to build infra struc ture: by far 
the larg est por tion of the $47.2 bil -
lion Eco nomic Action Plan is allo -
cated to infra struc ture spend ing. In
fact, the fed eral gov ern ment has
stated that “more that 40 per cent of
the Plan’s total stim u lus fund ing is
devoted to infra struc ture invest -
ment” (Gov ern ment of Can ada,
2009: 215). Infra struc ture pro jects
include roads, bridges, water treat -
ment facil i ties, social hous ing, and
pub lic tran sit. Many of these pro -
jects are part ner ships between the
fed eral gov ern ment and the prov -
inces and munic i pal i ties who con -
trib ute addi tional funds. 
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Figure 1: Quarterly GDP growth, inflation-adjusted
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Note: GDP is mea sured in real (infla tion-adjusted) 2002 dol lars.

Source: Sta tis tics Can ada, 2010. National Income and Expen di ture Accounts: Data Tables. Avail able at
http://www.statcan.gc.ca/pub/13-019-x/2009004/tab-eng.htm, as of March 3, 2010.

http://www.statcan.gc.ca/pub/13-019-x/2009004/tab-eng.htm


Actions to sup port busi nesses and
com mu ni ties: The fed eral stim u lus
plan ear marks $14 bil lion over two 
years for spend ing “to sup port
busi nesses and com mu ni ties.”
$11.8 bil lion was spent in 2009/10,
of which $9.7 bil lion was a bail-
out of the auto mo tive indus try. In
addi tion to indus try sub si dies, over 
$2 bil lion is ear marked for regional 
eco nomic devel op ment pro grams,
and almost $1 bil lion for busi ness
tax and tar iff relief. Of the $1 bil -
lion in busi ness tax relief, nearly
$700 mil lion comes from a tem po -
rary 100 per cent cap i tal cost allow -
ance (CCA) rate on com puter
pur chases for busi nesses.

Pro vin cial stim u lus plans

In addi tion to the fed eral stim u lus
pack age, pro vin cial and ter ri to rial
gov ern ments have under taken their
own stim u lus pack ages. Accord ing
to the fed eral gov ern ment, addi -
tional pro vin cial and ter ri to rial
stim u lus will amount to $14.4 bil -
lion over two years, with $6 bil lion
being spent this com ing year,
2010/11 (Depart ment of Finance,
Canada, 2010).

Did gov ern ment stim u lus 
con trib ute to the
eco nomic turnaround?

As Can ada’s econ omy began to
recover in the sec ond half of 2009,
the fed eral gov ern ment has repeat -
edly claimed credit for the improve -
ment. For instance, the fed eral
gov ern ment’s March 2010 bud get
boasted that the Eco nomic Action
Plan played an impor tant role in
“fos ter ing a recov ery in Can ada”
(Depart ment of Finance, Can ada,
2010: 287). 
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Table 1: Contributions to GDP growth,
2nd and 3rd quarter, 2009

2nd
quar ter

2009

3rd
quar ter

2009

Per cent age 
point

change
from 2nd

to 3rd
quar ter

GDP growth (percent) -0.9% 0.2% 1.1

Percentage point contribution to GDP growth:

Private Consumption 0.2 0.5 0.3

Government Consumption 0.2 0.3 0.1

Investment -0.3 0.9 1.1

    Government investment 0.2 0.2 0.1

    Business investment -0.5 0.3 0.8

        Residential structures 0.1 0.1 0.0

        Non-residential structures -0.4 -0.1 0.2

        Machinery and equipment -0.3 0.3 0.6

    Inventories (business) 0.1 0.3 0.2

Net exports -1.1 -1.5 -0.4

Source: 
Statistics Canada, 2010. National Income and Expenditure Accounts: Data Tables. 
Available at http://www.statcan.gc.ca/pub/13-019-x/2009004/ tab-eng.htm, as of
March 3, 2010; cal cu la tions by authors.

Notes: 
(a) GDP is measured in real (inflation-adjusted) 2002 dollars.
(b) The contributions of the four components to GDP growth may not sum to the 
overall level of  growth because of rounding and Statistics Canada’s statistical
discrepancy, a residual resulting from double-entry bookkeeping in national
accounts (Statistics Canada, 2008a). 
(c) Due to rounding, the percentage point change from the second to third
quarter may not add up. For instance, the contribution from government
investment appears to be constant at 0.2 percentage points in both quarters,
whereas the change in the contribution from the second to third quarter is 0.1.
The contribution from government investment was 0.154 percentage points in the 
second quarter and 0.223 percentage points in the third quarter of 2009, a
difference of 0.069 percentage points.

http://www.statcan.gc.ca/pub/13-019-x/2009004/tab-eng.htm


Before ana lyz ing whether gov ern -
ment stim u lus actu ally fuelled the
eco nomic turn around, it is impor -
tant to under stand how Sta tis tics
Can ada con structs Gross Domes tic
Product (GDP), the most com monly
used and rec og nized mea sure of the
level of eco nomic activ ity.

Gross Domes tic Prod uct
(GDP)

Four prin ci pal com po nents com -
prise GDP: pri vate con sump tion,
gov ern ment con sump tion, invest -
ment (gov ern ment and busi ness),
and net exports.8

Pri vate con sump tion cap tures house -
hold spend ing on con sumer goods
and ser vices (i.e., per sonal care
prod ucts, food, cloth ing, cars, appli -
ances, etc.).

Gov ern ment con sump tion mea sures
gov ern ment spend ing at all three
lev els (fed eral, pro vin cial, and local) 
on goods and ser vices, includ ing
wages and sal a ries of gov ern ment
employ ees.9

Invest ment con sists of a num ber of
sub-com po nents: busi ness invest -
ment, gov ern ment invest ment, and
inven to ries.10 Busi ness invest ment
mea sures busi ness spend ing on res i -
den tial struc tures (new homes and
major ren o va tions) and non-res i -
den tial struc tures (such as office
build ings) and machin ery and
equip ment. Gov ern ment invest -
ment mea sures gov ern ment spend -
ing (again at all three lev els: fed eral,
pro vin cial, and local) on machin ery
and equip ment and infra struc ture
such as roads and hos pi tals, etc.

Net exports include the total value of 
exported goods and ser vices minus
total imports.11

Change in GDP growth from
the 2nd to 3rd quar ter, 2009

Table 1 pres ents GDP growth in the
sec ond and third quar ters of 2009
along with the per cent age point
con tri bu tion of each of the four
com po nents: pri vate con sump tion,
gov ern ment con sump tion, invest -
ment, and net exports.12

In the sec ond quar ter of 2009, the
econ omy was in reces sion and eco -
nomic out put (GDP) decreased by
0.9 per cent. The 0.9 per cent
decrease can be bro ken down and
the con tri bu tions of each com po -
nent ana lyzed. As table 1 indi cates,
pri vate con sump tion and gov ern -
ment con sump tion each pos i tively
con trib uted 0.2 per cent age points to 
over all GDP growth.

On the other hand, invest ment and
net exports hin dered GDP growth;
invest ment by -0.3 per cent age
points and net exports by -1.1
percentage points. Sum ming the
direct percentage point con tri bu -
tions of each com po nent equates to
a 0.9 per cent decline in GDP in the
sec ond quar ter.

This anal y sis, how ever, only exam -
ines growth in the sec ond quar ter.
To assess the suc cess or fail ure of
gov ern ment stim u lus (that is, gov -
ern ment con sump tion and gov ern -
ment invest ment) we must ana lyze
the change in eco nomic growth
between the sec ond and third quar -
ters. Since a turn around in the econ -
omy is defined as the move from a
drop in GDP in one quar ter to its
growth in the next, an anal y sis of
what con trib uted to the turn around 
must exam ine the change in growth
rates between quar ters and the driv -
ers of the change. While the econ omy
was still shrink ing in the sec ond

quar ter (-0.9 per cent), it grew in the 
third quar ter by 0.2 per cent. Put
dif fer ently, eco nomic growth
improved by 1.1 per cent age points
from -0.9 per cent to 0.2 per cent
between the sec ond and third quar -
ters (table 1, third data col umn).

Of the 1.1 per cent age point
improve ment in eco nomic growth,
pri vate con sump tion con trib uted
0.3 per cent age points, gov ern ment
con sump tion 0.1 per cent age points, 
invest ment 1.1 per cent age points,
and net exports -0.4 per cent age
points.

Disaggregating the invest ment com -
po nent reveals that busi ness invest -
ment—and spe cif i cally invest ment
in machin ery and equip ment—was
the driv ing force behind the change
in the con tri bu tion from invest -
ment. Spe cif i cally, of the 1.1 per -
cent age point change in invest ment, 
0.8 per cent age points came from
busi ness invest ment, of which 0.6
per cent age points came from busi -
ness invest ment in machin ery and
equip ment. On the other hand, the
con tri bu tion from gov ern ment
invest ment was neg li gi ble at 0.1 per -
cent age points. Inter est ingly, despite 
gov ern ment attempts to stim u late
ren o va tions in the hous ing sec tor,
invest ment in res i den tial struc tures
did not con trib ute to the change in
GDP growth from the sec ond to
third quar ter of 2009.

As noted above, the fed eral gov ern -
ment’s Eco nomic Action Plan (EAP) 
did include some tax relief that
likely con trib uted to the improve -
ment in GDP growth. As recent
aca demic stud ies have shown,
stim u lus pack ages based on tax
relief encour age eco nomic activ ity,
whereas those based on gov ern -
ment spend ing do not. For
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exam ple, an anal y sis by Har vard
econ o mists Alberto Alesina and
Silvia Ardagna of stim u lus ini tia -
tives in Can ada and 20 other
indus tri al ized coun tries from 1970
to 2007 found that suc cess ful ini -
tia tives—those that increase eco -
nomic growth—focus on tax cuts.
Unsuc cess ful stim u lus ini tia tives,
on the other hand, rely on gov ern -
ment spend ing (Alesina and
Ardagna, 2009).

The $4.5 bil lion reduc tion in per -
sonal income taxes likely had an
impact on con sump tion given the
per ma nent nature of the tax relief.
In addi tion, the EAP pro vided $1
bil lion in busi ness tax relief, of
which nearly 70 per cent was used
to pro vide a tem po rary 100 per cent 
cap i tal cost allow ance (CCA) rate

on com puter pur chases for busi -
nesses. How ever, the impact of
allow ing busi nesses to fully
expense their invest ments in com -
put ers in one year was small since
com put ers con trib uted only 9.8
per cent to the increase in machin -
ery and equip ment invest ment
(Sta tis tics Can ada, 2010b; cal cu la -
tions by authors).

Fig ure 2 illus trates the per cent age
point con tri bu tion of each com po -
nent to the change in GDP growth
between the sec ond and third quar -
ters of 2009. The fig ure clearly
shows that gov ern ment con sump -
tion and gov ern ment invest ment
(i.e., stim u lus spend ing) played a
neg li gi ble role in the eco nomic
turn around in that period. The
small pos i tive growth in the third

quar ter of 2009 was mainly driven
by busi ness invest ment, spe cif i cally
busi ness invest ment in machin ery
and equip ment.

Change in GDP growth from
the 3rd to 4th quar ter, 2009

Table 2 pres ents GDP growth in the
third and fourth quar ters of 2009
along with the per cent age point
con tri bu tion of each of its four
com po nents: pri vate con sump tion,
gov ern ment con sump tion, invest -
ment, and net exports.

As noted above, to assess the suc cess 
or fail ure of gov ern ment stim u lus
(gov ern ment con sump tion and
gov ern ment invest ment) we must
ana lyze the change in eco nomic
growth between the two quar ters.
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Sources: Sta tis tics Can ada, 2010. National Income and Expen di ture Accounts: Data Tables. Avail able at
http://www.statcan.gc.ca/pub/13-019-x/2009004/tab-eng.htm, as of March 3, 2010; cal cu la tions by authors.

Figure 2: Contribution to the 1.1 percentage point increase in GDP growth
from 2nd to 3rd quarter, 2009
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The econ omy grew by 0.2 per cent in 
the third quar ter and 1.2 per cent in
the fourth. In other words, eco -
nomic growth improved by 1.0 per -
cent age point (from 0.2 per cent to
1.2 per cent) between the two quar -
ters (table 2, third col umn).

As the third col umn of table 2
shows, pri vate con sump tion and
gov ern ment con sump tion did not
con trib ute to the 1.0 per cent age
point improve ment. Worse, invest -
ment hin dered the improve ment in 
growth by -0.7 per cent age points,
pri mar ily because of the reduc tion
in inven to ries (inven to ries hin -
dered improve ment in GDP
growth by -0.5 per cent age points).
While there was a sub stan tial 0.3
per cent age point con tri bu tion
from invest ment in res i den tial
struc tures, invest ment in ren o va -
tions (which are included in this
com po nent) did not con trib ute
any thing (Sta tis tics Can ada, 2010b; 
cal cu la tions by authors). Put dif -
fer ently, the fed eral gov ern ment’s
tem po rary Home Ren o va tion Tax
Credit had a neg li gi ble impact on
the increase in GDP growth. Of its
four main com po nents, only net
exports con trib uted to the increase
in GDP growth. The improve ment
in that com po nent was pri mar ily
the result of a slow down in the
growth of imports of goods and
ser vices.13

Fig ure 3 dis plays the per cent age
point con tri bu tion of each com -
po nent to the change in GDP
growth between the third and
fourth quar ters of 2009. The fig -
ure clearly shows that net exports
were solely respon si ble for the 1.0
per cent age point increase in GDP
growth from the third to fourth
quar ter of 2009.
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Table 2: Contributions to GDP growth, 
3rd and 4th quarter, 2009

3rd
quar ter

2009

4th
quar ter

2009

Per cent age 
point

change
from 3rd to 
4th quar ter

GDP growth (percent) 0.2% 1.2% 1.0

Percentage point contribution to GDP growth:

Private Consumption 0.5 0.5 0.0

Government Consumption 0.3 0.3 0.0

Investment 0.9 0.2 -0.7

    Government investment 0.2 0.2 -0.1

    Business investment 0.3 0.2 -0.1

        Residential structures 0.1 0.4 0.3

        Non-residential structures -0.1 -0.1 0.0

        Machinery and equipment 0.3 -0.1 -0.4

    Inventories (business) 0.3 -0.2 -0.5

Net exports -1.5 0.4 1.9

Source: 
Statistics Canada, 2010. National Income and Expenditure Accounts: Data Tables. 
Available at http://www.statcan.gc.ca/pub/13-019-x/2009004/tab-eng.htm, as of
March 3, 2010; cal cu la tions by authors.

Notes:
(a) GDP is measured in real (inflation-adjusted) 2002 dollars.
(b) The contributions of the four components to GDP growth may not sum to the 
overall level of  growth because of rounding and Statistics Canada’s statistical
discrepancy, a residual resulting from double-entry bookkeeping in national
accounts (Statistics Canada, 2008a).
(c) Due to rounding, the contribution of government investment appears to be
constant at 0.2 percentage points in both quarters, whereas the change in the
contribution from the third to fourth quarter is -0.1. The contribution of
government investment to GDP was 0.223 percentage points in the third and
0.155 percentage points in the fourth quarter of 2009, a difference of negative 0.68
percentage points.
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Sources: Sta tis tics Can ada, 2010. National Income and Expen di ture Accounts: Data Tables. Avail able at
http://www.statcan.gc.ca/pub/13-019-x/2009004/tab-eng.htm, as of March 3, 2010; cal cu la tions by authors.

Figure 3: Contribution to the 1.0 percentage point increase in GDP growth
from 3rd to 4th quarter, 2009
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Figure 4: GDP growth and contribution from government consumption
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Gov ern ment con sump tion
and gov ern ment
invest ment: a closer look

Fig ure 4 pres ents GDP growth and
the con tri bu tion from gov ern ment
con sump tion from the first quar ter
of 2008 to the fourth quar ter of
2009. As the fig ure illus trates, the
econ omy was in reces sion in the
fourth quar ter of 2008 to the sec ond 
quar ter of 2009, and grew in third
and fourth quar ters of 2009. How -
ever, the per cent age point con tri bu -
tion of gov ern ment con sump tion to 
GDP is mark edly con stant through -
out the period; whether the econ -
omy was shrink ing, stag nant, or
grow ing, the con tri bu tion of gov -
ern ment con sump tion was sta ble. 

The results are sim i lar for gov ern -
ment invest ment (see fig ure 5) and

are unsur pris ing; infra struc ture
pro jects take time to plan and
imple ment. In fact, a recent report
by the Par lia men tary Bud get Office
(PBO) sug gests that most of the fed -
eral stim u lus money ded i cated to
infra struc ture pro jects will not be
spent until well into the 2010/11 fis -
cal year (PBO, 2009). There fore a
large por tion of that stim u lus
spend ing—par tic u larly infra struc -
ture spend ing—will be spent as the
econ omy nat u rally begins to grow.
As a result, the gov ern ment will be
com pet ing with the pri vate sec tor
for resources, which will result in
increased costs and fewer pri vate
sec tor pro jects.

Con clu sion 
The fed eral gov ern ment has claimed 
credit for Can ada’s eco nomic

turn around in the sec ond half of
2009, but data from Sta tis tics Can -
ada tell a dif fer ent story. The con tri -
bu tions from gov ern ment spend ing
and gov ern ment invest ment to the
improve ment in GDP growth are
neg li gi ble. Increases in pri vate con -
sump tion and busi ness invest ment
were the main driv ers of eco nomic
growth from the sec ond to third
quar ter. To the fed eral gov ern ment’s
credit, the Eco nomic Action Plan did 
include some tax relief that likely
added to the con tri bu tions to GDP
from pri vate con sump tion and
busi ness invest ment, though these
addi tions are likely small given the
scale of the tax relief.

Net exports were the main driver of
eco nomic growth from the third to
fourth quar ter, and these were a
result of a slow down in the growth
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Sources: Sta tis tics Can ada, 2010. National Income and Expen di ture Accounts: Data Tables. Avail able at
http://www.statcan.gc.ca/pub/13-019-x/2009004/tab-eng.htm, as of March 3, 2010.

Figure 5: GDP growth and contribution from government investment
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in imports of goods and ser vices.
Pri vate con sump tion, gov ern ment
con sump tion, and gov ern ment
invest ment did not con trib ute to
the turnaround dur ing this period.

The anal y sis of data from Sta tis tics
Can ada in this Alert shows that gov -
ern ment stim u lus spend ing did not
have a mate rial impact on Can ada’s
eco nomic recov ery. The evi dence
sup ports recent aca demic stud ies
that show that stim u lus ini tia tives
that rely on gov ern ment spend ing
fail to increase eco nomic growth
(i.e. Alesina and Ardagna, 2009). 

Notes
1  Econ o mists define an eco nomic

reces sion to be at least two con sec u -
tive quar ters of a decline in real Gross 
Domes tic Prod uct (GDP). While the
Cana dian econ omy also expe ri enced
a drop in GDP in the first quar ter of
2008, a decline last ing just one quar -
ter does not meet the def i ni tion of a
reces sion.

2  The fed eral Eco nomic Action Plan was 
orig i nally val ued at $39.9 bil lion (see
Depart ment of Finance, Can ada,
2009). Sub se quent changes bring the
most recent two-year total to $47.2
bil lion (see Depart ment of Finance,
Can ada, 2010, Table 5.1: 199).

3  The value of the four prin ci ple
actions, as listed below, do not sum
to $47.2 bil lion because some actions
over lap with oth ers. For exam ple,
there is infra struc ture spend ing

within both the hous ing and busi ness
and com mu ni ties com po nents of the
EAP.

4  In the tax relief cat e gory, the Eco -
nomic Action Plan also includes the
$1.7 bil lion increase in the National
Child Tax ben e fit sup ple ment, the
Can ada Child Tax Ben e fit, and
enhanced the Work ing Income Tax
Ben e fit. How ever, these are refund -
able tax cred its and should be con sid -
ered spend ing ini tia tives as
Cana di ans receive pay ments from
gov ern ments even if they pay no
income tax. 

5  While the gov ern ment claimed that
this tax relief would “help build a
solid foun da tion for future eco nomic
growth, more jobs, and higher liv ings 
stan dards” (Depart ment of Finance,
Can ada, 2009: 109), the changes did
lit tle to improve the incen tives for
Cana di ans to work, save, invest, and
act entrepreneurially (Clem ens et al.,
2006).

6  The gov ern ment arrived at this fig ure 
by cal cu lat ing the total rev e nue that
will be col lected over the next two
years under the cur rent Employ ment
Insur ance pre mi ums ($1.73) and
com par ing it with the total rev e nue
that would have been col lected if pre -
mi ums were raised by their max i -
mum annual allow able amount of 15
cents in 2009 and 2010. The dif fer -
ence between these two fig ures is
$2.45 bil lion.

7  On Novem ber 14, 2008 —long before 
the Eco nomic Action Plan was cre -
ated —the gov ern ment announced
that it would set the 2009 EI pre -
mium at $1.73 per $100 of insur able
earn ings. Call ing it a “stim u lus” now
is merely a fab ri ca tion. The Can ada
Employ ment Insur ance Financ ing
Board (CEIFB), a crown cor po ra tion
cre ated in 2008, ensures that the EI
“account” is bal anced over time. The
EI account con tains $2 bil lion in
reserves to cover “def i cits” in eco -
nomic down turns. If a def i cit occurs,
as is the case for 2009 (result ing from
sig nif i cant increases to EI ben e fits
and the eco nomic down turn), the
CEIFB would ordi narily be forced to

increase pre mi ums in future years
(nor mally, the CEIFB would have
had to start increas ing EI pre mi ums
in 2010. The max i mum pre mium
rate increase allowed is 15 cents per
year).

8  GDP can be mea sured using three
dif fer ent approaches: the income,
expen di ture, and value-added
approaches (Sta tis tics Can ada,
2008a). In this Alert, we use data
from the expen di ture approach,
which con tain data on pri vate con -
sump tion and gov ern ment con sump -
tion as well as invest ment and net
exports. 

9  Gov ern ment trans fers to indi vid u als
are not included in gov ern ment con -
sump tion as they are cap tured in
other com po nents of GDP, namely,
pri vate con sump tion and invest ment.

10  Inven to ries typ i cally con sist of both
inven to ries in the busi ness and gov -
ern ment sec tors. How ever, the anal -
y sis in this Alert excludes
gov ern ment inven to ries because
these inven to ries are negligeable and 
there fore did not con trib ute to GDP
growth.

11  Imports are goods and ser vices that
are not pro duced in Can ada and
there fore their pro duc tion does not
gen er ate eco nomic activ ity within
our bor ders. Imports are sub tracted
from GDP as they are cap tured
within the con sump tion and invest -
ment com po nents.

12 Sta tis tics Can ada cal cu lates and pres -
ents infla tion-adjusted dol lar val ues
of over all GDP and of each of its
com po nents on a monthly, quar -
terly, and yearly basis. Unfor tu -
nately, the change in the dol lar value 
of GDP and its com po nents can not
be ana lyzed to deter mine the con tri -
bu tion of those com po nents to
changes in GDP. While a com plete
dis cus sion of the rea son is beyond
the scope of this Alert, it relates to
the way in which Sta tis tics Can ada
adjusts the value of GDP and its
com po nents for infla tion (for fur -
ther details, see Sta tis tics Can ada,
2008b: 42-54).  Because of this
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infla tion adjust ment, dol lar value
changes in GDP are not directly
com pa ra ble to dol lar value changes
in its com po nents. How ever, Sta tis -
tics Can ada does cal cu late the direct
per cent age point con tri bu tion of
each GDP com po nent to over all
GDP growth for each quar ter. The
per cent age point con tri bu tion data
allows for an assess ment of the
direct con tri bu tion of each com po -
nent to eco nomic growth, includ ing
gov ern ment con sump tion and gov -
ern ment invest ment.

13  Imports increased by 2.2 per cent in
the fourth quar ter, after increas ing
8.0 per cent in the third quar ter (Sta -
tis tics Can ada, March 1, 2010a). As a 
result, the impact of imports on
GDP growth was -2.3 per cent age
points in the third quar ter and -0.7
in the fourth quar ter for a change of
1.7 per cent age points. Of the 1.9
per cent age point con tri bu tion to the 
improve ment in GDP growth from
the third to four quar ter, imports
accounted for 1.7 per cent age points.
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