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MAIN CONCLUSIONS

■

While the federal government significantly
increased its debt in 2020 and 2021, the pandemic
exacerbated Canada’s pre-existing fiscal challenges
rather than created them.

■

Between 2015/16 and 2019/20, the federal government ran five consecutive deficits, causing nominal
federal net debt to rise by $112.2 billion.

■

During this period, growth in federal program
spending was far more rapid than growth in revenues.
In fact, the Trudeau government boosted nominal
federal program spending by 36.1%, from $248.7 billion in 2014/15 to $338.5 billion in 2019/20.

■

Average annual growth in federal program
spending over this five-year period (6.4%) outpaced both the average annual rate of nominal GDP
growth (3.0%) and also inflation plus population
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growth (2.9%). This led to persistent budget deficits
and debt accumulation before COVID-19.

■

If the growth of federal program spending had
been moderately restrained to match either inflation
plus population growth or nominal GDP growth from
2015/16 to 2019/20, the federal government would
have recorded surpluses nearly every year over the
period and avoided taking on approximately $150 billion to $160 billion in debt.

■

Holding growth in spending to either the rate
of nominal GDP growth or inflation plus population
growth would have put federal finances on stronger
footing to take on the additional fiscal burden stemming from COVID-19. Even under conservative estimates, our analysis shows the federal net debt-to-GDP
ratio would be between 45.6% to 46.0% in 2021/22
rather than the projected 52.1%.
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Introduction
Recently, the Canadian federal government has
increased debt levels at a significant pace and indications suggest this will continue for the foreseeable future. In 2021/22, federal net debt (total debt
minus financial assets) is projected to reach nearly
$1.3 trillion, which equals approximately $33,750 per
Canadian (DOF, 2021a). While the federal government significantly increased its debt in 2020 and 2021,
the pandemic exacerbated Canada’s pre-existing fiscal
challenges rather than created them.
There was an increase in federal debt for more than a
decade prior to the onset of COVID-19 because the
government consistently ran budget deficits following the 2008–2009 recession. In fact, Ottawa recorded
12 consecutive deficits between 2008/09 and 2019/20
(DOF, 2021b). Notably, however, the annual deficit
was gradually declining after the 2008/09 recession,
dropping to $550 million in 2014/15. A year later, the
Trudeau government took office and reversed this
trend by immediately increasing the deficit, largely
through higher spending. Between 2015/16 and

2019/20, the Trudeau government ran five successive
budget deficits that ranged from $2.9 billion to $39.4
billion (DOF, 2021b). The result was a $112.2 billion
cumulative increase in federal net debt over a fiveyear period of tepid economic growth. Simply put,
Canada was already running continuous budget deficits and had elevated its nominal debt levels before
the COVID-19 pandemic.
This brief report illustrates the scale of the debt
accumulated since 2015/16. It shows that increased
spending by the federal government is the primary
reason that Canada faced a rising nominal federal
debt burden before 2020—a situation that serves to
compound our fiscal challenges today. Specifically,
we compare the growth in federal program spending
to other metrics including economic growth and the
combined effects of inflation and population growth
from 2015/16 to 2019/20. Lastly, the report projects
where nominal federal net debt and the debt-to-GDP
ratio would be today had the government done more
to restrain its spending prior to COVID-19.

Ottawa’s persistent deficits and the accumulation of debt
Federal debt has increased in recent years. This has
created an ongoing cost for Canadian taxpayers. Even
with interest rates near historic lows, the federal government will spend a projected $24.5 billion on interest payments to service its debt in 2021/22 (DOF,
2021a). This represents nearly 7 cents out of every
dollar collected by the federal government in revenue.
Further, federal finances are exposed to significant
risk as interest payments could increase substantially

if interest rates rise in the years ahead—as financial
markets and economic forecasters expect (Nair and
Ganguly, 2021). For instance, the federal government projects it could spend 8.5 cents out of every
dollar in revenue on interest payments by 2026/27
(DOF, 2021a). The actual interest cost could be
greater if deficits and/or interest rates are higher
than the government assumes. Either way, this is
money that is unavailable for programs such as
health care or social services.1

1 Another problem is that there is no return to balanced budgets forecast in the latest projections from the federal government. In

fact, the Parliamentary Budget Officer projects there will be a budget shortfall every year until 2070 (MacPhee, Bergeron, Busby,
and Nicol, 2021).
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Prior to the 2008/09 recession, the federal net debt
totaled $516.3 billion and the net debt-to-GDP ratio
stood at 32.7% (DOF, 2021b; Statistics Canada,
2021c). Once the financial crisis hit, net debt levels
began to climb higher. In 2009/10, the federal government ran a budget deficit of $56.4 billion and net
debt levels increased by 11.0% in just one year (DOF,
2021b). The Harper government continued to run
budget deficits for the next five years, causing net debt
to rise over time. However, the annual deficit was
gradually declining during this period and the annual
budget deficit was essentially eliminated by 2014/15,
shrinking to just $550 million (DOF, 2021b).

In 2015/16, the Trudeau government immediately
increased spending and turned a small projected surplus into a $2.9 billion deficit (DOF, 2021b). Over
the next four years, Ottawa continued to run multibillion-dollar deficits, causing federal net debt to rise
quickly. By 2019/20, federal net debt had climbed to
$812.9 billion, an increase of $112.2 billion from the
debt level in 2014/15—the last full fiscal year under
the Harper government (DOF, 2021b). Over just
five years, the level of nominal federal net debt had
increased by 16.0%. Figure 1 shows the increase in
the federal net debt burden between 2007/08 and
2019/20, measured in nominal dollars.

The autumn of 2015, however, saw the election of
Justin Trudeau’s Liberal government, which presided
over a new period of loosened fiscal policy. Deficits
re-emerged despite a growing economy, the government ditched the target of a balanced budget shortly
into their tenure, and created a soft fiscal target of a
steady or declining debt-to-GDP ratio.

The COVID-19 pandemic hit Canada in early 2020
and exacerbated the existing fiscal problems. Higher
spending and lower revenues caused the federal
budget deficit to rise to $327.7 billion in 2020/21
and the government expects another $144.5 billion
shortfall in 2021/22 (DOF, 2021a). As a result of
these large budget deficits, federal net debt increased

Figure 1: Federal net debt ($ millions, nominal), 2007/08–2019/20
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dramatically once again. In 2021/22, net debt will
reach nearly $1.3 trillion, equal to 52.1% of GDP
(DOF, 2021a; Statistics Canada, 2021c).
In recent years, budget deficits and increasing debt
became a serious fiscal challenge for many provincial governments as well. Combined federal and
provincial net debt reached 65.7% of the Canadian
economy in 2019/20 (Fuss and Lafleur, 2021; RBC
Economics, 2021). As it did at the federal level,
the pandemic took a heavy toll on provincial balance sheets. In both 2020/21 and 2021/22, every
province except New Brunswick is expected to
record a budget deficit (RBC Economics, 2021).
Correspondingly, net debt-to-GDP ratios are projected to rise from pre-pandemic values in each
province (except, again, New Brunswick), ranging
from 19.6% in Alberta and British Columbia to 47.0%
in Newfoundland & Labrador by 2021/22 (RBC
Economics, 2021).

In the other large provinces—Ontario and Quebec—
net debt-to-GDP ratios are projected to reach 43.4%
and 45.5%, respectively in 2021/22. Combined federal
and provincial net debt is projected to reach $2.1 trillion by 2021/22, or 86.3% of the Canadian economy
(RBC economics, 2021; Statistics Canada, 2021c).
In other words, combined net debt as a share of the
economy is set to be more than a third higher than it
was before the pandemic.
Although the increase in provincial debt is noteworthy, subsequent sections will focus only on the
increase in federal debt. Furthermore, while the
accumulation of federal debt between 2019/20 and
2021/22 is stark, it is clear the run-up in debt had
begun well before the pandemic. In the next section,
we explore what caused the federal debt to accumulate before 2020 to demonstrate how Ottawa’s current
fiscal challenges should not be viewed simply as a
crisis brought about by COVID-19.

The pattern—rapid growth in federal spending
Federal debt was rising for more than a decade prior
to the pandemic as a result of persistent budget deficits. It is important to understand the root cause of
these deficits. Some pundits have suggested that the
national government has a shortfall in revenue and
should increase taxes, particularly on higher-income
earners, to generate additional revenue (Lim, 2021).
This opinion ignores important evidence.

economy—Canada’s nominal GDP increased at
about 3.0% annually between 2015 and 2019. In
other words, government revenues grew at an average annual rate approximately 27.6% greater than
would have been necessary to offset the pressure
placed on government finances by inflation and
population growth, and 21.6% greater than the
growth in GDP over the period.

Between 2015/16 and 2019/20, average annual
growth in federal revenues exceeded combined
inflation and population growth (figure 2). In
fact, total federal government revenues increased
by an average of 3.7% per year over this period (DOF, 2021b) while on average inflation plus
population growth was 2.9% (Statistics Canada,
2021a; 2021b). Revenues also grew faster than the

As slow growth of revenue was not the root cause of
the accumulation of federal debt in the years leading up to the pandemic, it makes sense to examine
the other side of the ledger—spending. The period
between 2014/15 and 2019/20 saw rapid growth in
spending—growth that outstripped the growth in
revenue. During this period, the Trudeau government boosted nominal federal program spending by
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Figure 2: Annual average growth rate (%) in federal revenues compared to growth in GDP
and growth of inflation plus population, 2015/16–2019/20
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Sources: DOF, 2021b; Statistics Canada, 2021a, 2021b, 2021c; calculations by authors.

36.1%, from $248.7 billion in 2014/15 to $338.5 billion in 2019/20 (DOF, 2021b).2 To put this growth
in spending into context, we compare increases in
program spending to two other economic indicators—nominal GDP growth and the combined effects
of inflation and population growth.
As mentioned previously, Canada’s nominal GDP
grew by an annual average rate of 3.0% during this
period. Inflation and population combined grew
slightly less at an average annual rate of 2.9%. But,
growth in federal program spending outpaced both of
these indicators considerably, averaging 6.4% annually
between 2015/16 and 2019/20 (DOF, 2021b). Figure 3
compares the growth rate for program spending
against the two economic indicators.

Moreover, growth in nominal program spending during Prime Minister Justin Trudeau’s first term in office
exceeded growth in nominal GDP and in inflation
plus population in each of the five fiscal years from
2015/16 to 2019/20 (figure 4). To put this into historical context: Prime Minister Trudeau broke the record
for the highest level of per-person federal spending
in Canada’s history at $9,224 per person in 2018/19
and again at $9,671 in 2019/20 (all figures are adjusted
for inflation so they are comparable over time).3 This
was before the COVID-19 pandemic hit the country.
In other words, Canada entered the pandemic with
spending levels that were already at record highs. Our
conclusion is that the federal government was spending
excessively prior to COVID-19, which exacerbated the
fiscal challenges that emerged during 2020 and 2021.

2 For details on the increase in each area of federal spending, see Hill, Li, Palacios, and Clemens, 2020.
3 The per-person spending record was broken again in 2020/21 during COVID-19. See Fuss, Palacios, Li, and Hill, 2021 for more

information about per-person spending levels in Canadian history.
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Figure 3: Annual average growth rate (%) in program spending compared to growth in GDP
and growth of inflation plus population, 2015/16–2019/20
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Figure 4: Growth (%) in federal program spending
compared to growth in nominal GDP
and growth of inflation plus population , by year, 2015/16–2019/20
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A scenario—federal finances with spending restraint before COVID-19
The increase in federal program spending from
2015/16 to 2019/20 outpaced both inflation plus
population growth and also nominal GDP growth.
This led to large budget deficits and an accumulation
of considerable debt before COVID-19 appeared.
To demonstrate the significance of the federal government’s spending choices, this section compares
Ottawa’s actual fiscal position to the position the
country could have been in a scenario of moderate
spending restraint before the pandemic.
Figure 5 compares Ottawa’s actual program spend-

ing to the level of program spending that would
have been necessary to match either growth in
nominal GDP and in inflation plus population from
2014/15 to 2019/20. As indicated in the previous

section, program spending would have been lower
in every fiscal year had the federal government
restrained growth in program spending to equal
either of these metrics. By 2019/20, annual program
spending would have been $50.4 billion lower had
it matched nominal GDP growth, and $52.1 billion
lower had spending kept pace with inflation-pluspopulation growth.
If the federal government had shown a greater
discipline in spending, it would have significantly
improved Ottawa’s annual budgetary balance by the
time COVID-19 arrived. As shown in figure 6, the
federal government would have run surpluses almost
every year under either alternative scenario, as
opposed to incurring persistent deficits.4

Figure 5: Actual federal program spending compared to program spending with restraint
($ billions, nominal), 2014/15–2019/20
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Sources: DOF, 2021b; Statistics Canada, 2021a, 2021b, 2021c; calculations by authors.

4 This analysis makes two simplifying assumptions. First, it makes no adjustment for the reduced debt servicing costs that would

result from lower program spending. Second, it makes no adjustment for the impact of lower program spending on economic
growth or government revenue.
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Figure 6: Actual budgetary balance compared to budgetary balance with spending restraint
($ billions, nominal), 2014/15–2019/20
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Sources: DOF, 2021b; Statistics Canada, 2021a, 2021b, 2021c; calculations by authors.

If program spending had been held to the rate of nominal GDP growth, Ottawa’s average annual budget balance would have been a $13.1 billion surplus over the
period, compared to a $18.8 billion deficit. If program
spending had been restrained to the rate of growth of
inflation plus population, the average annual budget
balance would have been a $11.2 billion surplus. By
2019/20, the difference between the actual budget balance and the budget balance with moderate spending
restraint is particularly marked. Specifically, Ottawa
would have had a $11.0 billion surplus in 2019/20 if
increases in program spending had matched nominal
GDP growth, compared to the actual $39.4 billion
deficit. If it had increased spending at a rate consistent
with the inflation-plus-population growth, the federal
government would have posted an even larger surplus
of $12.8 billion in 2019/20.

Had it had these surpluses, the federal government
would have been able to reduce its net debt burden, as
opposed to increasing it, before COVID-19. Figure 7
compares actual federal net debt to the level that
would have been accumulated had the government
moderately restrained spending over the five-year
period from 2014/15 to 2019/20.5 As shown, the net
debt was $700.7 billion in 2014/15. Had the federal
government increased annual spending to match
nominal GDP growth, the net debt would have been
reduced to $653.2 billion by 2019/20, instead of
increasing to $812.9 billion. Similarly, net debt would
have been reduced to $663.0 billion in 2019/20 had
the government held spending growth equal to inflation-plus-population growth. Put differently, the federal government could have avoided between $149.9
billion and $159.6 billion in net debt prior to the

5 This analysis assumes no change in financial assets. For simplicity, the change in net debt is simply calculated as the difference in

the accumulated deficit/surplus from 2015/16 to 2019/20.
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Figure 7: Actual net debt compared to net debt with spending restraint ($ billions, nominal),
2014/15–2019/20
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Sources: DOF, 2021b; Statistics Canada, 2021a, 2021b, 2021c; calculations by authors.

pandemic through moderate spending restraint. This
would have put federal finances on a stronger footing
to take on the additional fiscal burden stemming from
COVID-19.
To illustrate this, figure 8 compares actual federal net
debt to the level of net debt that would have been
accumulated by 2021/22 under a scenario of moderate spending growth in the five years leading up

to the pandemic. For simplicity, no change is made
to actual government spending or revenue during
the pandemic years from 2020/21 to 2021/22. Even
under our conservative estimates, Ottawa’s net debt
would be approximately $1.1 trillion in 2021/22,
compared to the projected $1.3 trillion. As a share
of the economy (nominal GDP), net debt would be
between 45.6% to 46.0%, compared to the projected
52.1% in 2021/22.

Conclusion
Nominal federal debt was already increasing well
before COVID-19. As we have shown, this was not
the result of insufficient revenue growth, but rather
of a pattern of escalating spending and deficits in
the five years before 2020. If growth in federal program spending had been moderately restrained to
match inflation-plus-population growth or nominal
GDP growth from 2015/16 to 2019/20, the federal
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government would have recorded surpluses nearly
every year over the period and avoided taking on
approximately $150 billion to $160 billion in additional debt. Moreover, the federal net debt-to-GDP
ratio could have been lower than it is today, at roughly
46% rather than the current 52.1%. Put simply, federal
finances could be in a better position today had the
government exercised greater restraint in spending.
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Figure 8: Actual net debt compared to net debt with spending restraint ($ billions, nominal),
2014/15–2021/22
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Sources: DOF, 2021a, 2021b; Statistics Canada, 2021a, 2021b, 2021c; calculations by authors.
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