








Canada is less affected than other countrie
by the global recession

Chart 3.11
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As with the global economy, there are also encouraging signs that the pace
of decline is slowing in Canada and that the Canadian economy could begin
to recover in the second half of 2009:

¢ The Conference Board of Canada’s Index of Consumer Attitudes
increased in four of the past five months, which suggests that household
confidence is improving and bodes well for personal consumption going
forward. This has already been reflected in retail sales, which increased
for a third consecutive month in March.

¢ Residential building permits, which led the upturn in residential
construction in the past two recessions, increased in March and April.
As well, existing home sales registered a third consecutive monthly
increase in April.
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Downward revisions to real and nominal GDP in 2009 largely reflect a more
severe contraction in economic activity at the end of 2008 and in the first
half of 2009. Looking ahead, most private sector forecasters have not changed
their view since January—they continue to point to a sustained economic
recovery beginning in the second halt of 2009 and gaining momentum in
2010 (Chart 3.12).

This being said, there continues to be a large degree of uncertainty
surrounding the global economic outlook. While there is some upside risk
to the outlook this year and next, significant downside risks remain. As a
trading economy, the expected recovery in Canada is highly dependent on a
sustained recovery in the global economy, in particular in the United States.
The global economic recovery, in turn, cannot fully materialize until
dislocations in global financial markets are fully resolved and these markets
are fully functioning.

Private sector forecasters continue to e

to growth in the second half of 2009 and ti
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* Chapter 3

Canada’s Economic Action Plan Is Creating
and Preserving Jobs

Preserving and creating jobs is the Government’s top priority. Canada’s
Economic Action Plan will preserve or create 190,000 jobs. All elements
of the Economic Action Plan contribute to this overall agenda.

The Plan has been designed to provide immediate support to the job market
through lower taxes, a responsive and enhanced Employment Insurance
system, and upgrading of Canadian infrastructure. The Plan is already having
an impact on the job market:

® The number of Canadians benefiting from the enhanced work-sharing
program, an innovative feature built into the Employment Insurance
system, has increased fourfold since January—from about 27,000
in January 2009 to about 120,000 in May 2009.

¢ Sales in home centre, building, hardware and garden stores have posted
the strongest gain among major retail store categories since January,
supported by the Home Renovation Tax Credit, creating and preserving
jobs in the construction industry and related sectors.

e Many infrastructure projects to upgrade and modernize federal
infrastructure—from bridges and highways to buildings—are already
underway, supporting employment in the construction and
related industries.

e A number of framework agreements have been signed with provincial
and territorial governments to identify specific infrastructure and social
housing projects. For example, the Government of Canada and
the Province of British Columbia have announced a new $123-million
Seniors’ Rental Housing Initiative to build up to 1,000 new housing units
for seniors and people with disabilities. Construction of the first 218 units
will start in 19 B.C. communities over the next few months. The project
will create or preserve close to 800 jobs.

Canada’s Economic Action Plan will build on these early impacts in coming
months as further elements of the Plan, such as federal-provincial-territorial
infrastructure and social housing projects and actions to support aftected
sectors and communities, are implemented.

The most effective means of raising employment through public expenditure
is through infrastructure investment. One billion dollars in infrastructure
investment generates $1.6 billion in economic activity and creates almost
10,000 jobs over time with significant impacts felt almost immediately.
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Similarly, the Federation of Canadian Municipalities estimates that each
$1 billion invested in new infrastructure creates more than 11,000 jobs.
For this reason, more that 40 per cent of the Plan’s total stimulus funding
is devoted to infrastructure investment.

Canada’s Economic Action Plan:

Working for Canadians

Job Impact of Canada’s Economic Action Plan is based
on Conservative Assumptions

Christina Romer, the chair of the U.S. Council of Economic Advisers, used
“the relatively conservative rule of thumb that a 1 percent increase in GDP
corresponds to an increase in employment of approximately 1 million jobs,
or about three-quarters of a per cent” in assessing the impact of the
American Recovery and Reinvestment Plan.

The employment impacts presented in Canada’s Economic Action Plan were
even more conservative than this, assuming that a 1-per-cent increase in
GDP would correspond to a 0.6-per-cent increase in employment or about
100,000 jobs.

Further, a modernized infrastructure contributes to the overall competitiveness
of the economy, providing a permanent boost to incomes. Infrastructure
spending also targets two of the sectors most affected by the current
economic downturn—construction and manufacturing. Manufacturing
employment has been declining since 2007, while employment in
construction has fallen by 120,000 since September 2008. For every dollar
spent on infrastructure, about 60 per cent of economic activity and jobs
created are in the construction industry. The remaining 40 per cent of jobs
created are in industries that support construction—notably manufacturing.

4 Council of Economic Advisers, Estimates of Job Creation From the American Recovery
and Reinvestment Act of 2009 (May 2009).
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Infrastructure investment creates jobs
most affected by the global recession—c
and manufacturing

Chart 3.13
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Fiscal Outlook

The weaker-than-expected economic performance in late 2008 and first half
of 2009 will result in more support being provided through the automatic
stabilizers in the federal budget, most notably lower corporate income tax
revenues and higher Employment Insurance (EI) benefits.

In addition, as part of the Government’s response to the weaker economy,
significant additional support has been provided in partnership with the
United States to position the automotive industry for long-term success.

Taken together, the weaker economic outlook and actions taken in support

of the economy have led to a deterioration in the Government’s projected
budgetary balance.
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The Government is now projecting deficits of $3.9 billion in 2008-09 and
$50.2 billion in 2009-10. More than half of the 2009-10 deficit is the result
of temporary measures under Canada’s Economic Action Plan, less taxes
collected, higher EI benefits, and the decision to freeze EI premium rates.
The remaining deficit of $23.2 billion, or 1.5 per cent of GDP, is primarily a
reflection of the weak economy and will be reversed as the economy recovers.
The Government is committed to return to surplus in future years and to
pay back the deficits that have been accumulated over this period. Canada’s
deficit is particularly modest compared to the fiscal situation of other
countries. Further, Canada entered this recession with the lowest
debt-to-GDP ratio of all G7 countries.

Higher deficits reflect higher El benefits,

revenues and support to the auto sector

Chart 3.14
Summary of Changes
to the 2009-10 Fiscal Outlook Breakdown of Projected
Since the January 2009 Budget  2009-10 Deficit
billions of dollars
50 ~
$9.0 billion $22.4 billion
. Tt in temporary
cl:; fhuep:f:to 40 >Action Plan
sector measures
and other
spending bfﬂﬁ'? 30 —_/) $4.6hbilion
increased } underying
deficit ~ El deficit
20
$4.7 billion $23.2 billion
less 10 > other
revenue
collected
0 _/

217



Canada’s deficit is relatively small when p
in international perspective

Chart 3.15
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Changes in the Fiscal Outlook
Since Budget 2009

Based on economic developments since Budget 2009, the deficit before

any actions has been revised up by $2.9 billion for 2008-09 and $8.1 billion
for 2009-10, to $3.9 billion in 2008-09 and $41.7 billion in 2009-10
(Table 3.3). This deterioration reflects, in part, the impact of automatic
stabilizers, such as EI, which provide support to the economy by automatically
raising spending and lowering tax collections as the economy slows.
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Table 3.3
Summary of Changes in the Fiscal Outlook
Since the January 2009 Budget

Projection
2008-09 2009-10

(billions of dollars)

January 2009 budgetary balance -1.1 -33.7
Impact of economic and fiscal developments
Budgetary revenues

Less personal income tax -0.4 -0.4
Less corporate income tax -2.5 -2.3
Goods and Services Tax 0.0 0.6
Less other revenues -0.1 -2.6
Total revenues -3.0 -4.7

Program expenses'

Higher El benefits -0.6 -2.8
Other major transfers -0.2 -0.3
Direct program expenses 1.2 -0.6
Total program expenses 0.4 -3.6
Public debt charges -0.3 0.3
Total economic and fiscal developments -2.9 -8.1
Revised status quo budgetary balance -3.9 -41.7
Actions since Budget 2009
Loans to the auto industry -8.0
Canada Health Transfer top-up -0.5
Total -8.5
Revised budgetary balance -3.9 -50.2

Note: Totals may not add due to rounding.

1 A positive number implies a decrease in spending and an improvement in the budgetary balance. A negative
number implies an increase in spending and a deterioration in the budgetary balance.

“For every direct job saved through this process, a total of 7.5 jobs
depend on the auto industry's continuing presence in Canada. Hundreds
of other companies, from auto parts suppliers to neighbourhood cafes
and dry-cleaners, would face a grim future if GM and Chrysler were to
disappear from Canada.”

—Canadian Auto Workers President Ken Lewenza, June 1, 2009
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Positioning Canada’s Automotive Industry
for Long-Term Success

The governments of Canada and Ontario are working together, in partnership
with the United States, to support the automotive sector. Combined support
by governments, provided through loans and other instruments, totals about
$15 billion, including $4 billion in loans announced in December 2008.

This includes:

e Short-term working capital and medium-term restructuring loans
for General Motors and Chrysler, as well as joint Canada-U.S.
debtor-in-possession financing for these firms.

— Support to Chrysler will be $3.7 billion. The governments of Canada
and Ontario will receive 2 per cent equity in the restructured firm.

— Support to General Motors will be about $10.6 billion. The governments
of Canada and Ontario will receive 11.7 per cent equity in the General
Motors Corporation, as well as $403 million in preferred shares in a
restructured General Motors Corporation.

e The Canadian Warranty Commitment Program, to sustain consumer
confidence and help encourage the sale of new vehicles.

e The expansion of the accounts receivable insurance provided by Export
Development Canada to support manufacturers and suppliers of
automotive parts.

In April 2009, the Government officially launched Automotive Partnership
Canada, which will provide $145 million over five years to support significant
new collaborative research and development activities of benefit to the
Canadian automotive industry.

In accordance with the Government’s accounting policies, the value of loans,
investments and advances are adjusted in the financial statements to
approximate their estimated net realizable value. This will be done when the
2009-10 financial statements are prepared in the summer of 2010, based
on information available at the time. To be prudent, the Government is
setting aside an additional $8 billion in 2009-10 to account for

these adjustments.
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Updated Fiscal Outlook
Table 3.4
Summary Statement of Transactions
Actual Projection
2007-08 2008-09 2009-10
(billions of dollars)
Budgetary revenues
Personal income tax 113.1 116.7 109.8
Corporate income tax 40.6 29.2 241
Goods and Services Tax 29.9 26.4 26.4
Other revenues 58.8 61.1 59.9
Total revenues 242.4 233.3 220.2
Program expenses
Employment Insurance benefits 14.3 16.2 21.7
Other transfers to persons 43.8 45.3 47.4
Major transfers to other levels
of government 46.2 46.5 50.9
Direct program expenses 95.2 98.4 121.2
Total program expenses 199.5 206.3 241.2
Public debt charges 33.3 31.0 29.2
Total expenses 232.8 237.3 270.4
Budgetary balance 9.6 -3.9 -50.2
Federal debt 457.6 461.5 511.7
Per cent of GDP
Budgetary revenues 15.8 14.6 14.4
Program expenses 13.0 12.9 15.7
Public debt charges 2.2 1.9 1.9
Total expenses 15.2 14.8 17.6
Budgetary balance 0.6 -0.2 -3.3
Federal debt 29.8 28.8 33.4

Note: Totals may not add due to rounding.
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Relative to the size of the economy, the 2009-10 deficit is projected to be
3.3 per cent of GDP. This is smaller than the deficits recorded during much
of the 1980s and early 1990s, which averaged nearly 6 per cent of GDP,

as illustrated in Chart 3.16.

Projected deficits are small compared

to the 1980s and early 1990s

Chart 3.16
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Risks to the Fiscal Projections

The updated fiscal projections are being prepared early in the fiscal year
before final 2008-09 results are available and with very limited information
on 2009-10 economic and fiscal results. As a result, there is significant
uncertainty.

The risks to the projections come primarily from the uncertain global
economic outlook as well as uncertainty as to how economic developments
will translate into spending and tax revenues. For example, there is
significant uncertainty as to how declining corporate profits and increased
corporate losses in 2009 will affect corporate tax revenues this year, since it
is not yet known the extent to which corporate losses will be used to claim
refunds of past taxes paid.

Private sector and Government forecasts have changed significantly over
the last year, due to these unique and uncertain times. The Government
will continue to monitor economic developments over the summer with
a view to providing an update to Canadians in the fall report.
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Conclusion and Next Steps *

anada’s Economic Action Plan is the right plan. The Plan puts in

place an unprecedented economic stimulus that will help Canadians

weather the global recession, will protect jobs now and allow Canada
to emerge with an even stronger economy.

The Government has put forward this Plan from a position of strength.
The global recession has put a spotlight on Canada’s comparative strengths,
including a real estate market that has avoided the excesses seen in other
countries, a banking system that is the strongest in the world and public
finances that are sound.

Because of these strengths, we have been able to put in place one of the
most comprehensive stimulus packages in the world. Canada’s Economic
Action Plan represents our contribution to the G7 effort to lessen the
impact of the global recession on jobs and output and to hasten the
recovery.

The Plan has mobilized the resources of all governments in Canada. Federal,
provincial and local governments are working toward a common purpose

of building infrastructure, enhancing training, helping the unemployed,
improving incentives for low-income Canadians to participate in the labour
force, and making our businesses more competitive internationally.

The Action Plan is a vast set of initiatives that are being implemented in
record time. Just 72 days into the fiscal year, 80 per cent of measures are
cither flowing, or there are commitments in place that will allow the funds
to flow to specific projects and initiatives. In many cases, important benefits
are already flowing to Canadians.

¢ Canadians have been seeing the benefits of income tax reductions
since April 2009.

e The Home Renovation Tax Credit is available to homeowners.

¢ Enhanced Employment Insurance benefits and training are available
and flowing.

® The number of Canadians benefiting from the work-sharing provisions
of the Employment Insurance program are up more than fourfold since
January to about 120,000 in May.

e Infrastructure projects are under way and will accelerate over the summer,
creating jobs and economic activity.
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e Important aid is being provided to sectors and communities affected
by the global recession.

e $119 billion has been provided to support the flow of credit to businesses
and households.

The Action Plan, together with the effects of the global recession, has
resulted in a $50.2-billion deficit for the fiscal year under way. More than
one-half of this deficit is the result of temporary measures under Canada’s
Economic Action Plan, higher Employment Insurance benefits, and the
decision to freeze premium rates. These measures will not weigh on the
deficit after 2010.

The remaining deficit of $23.2 billion, or 1.5 per cent of GDP, is primarily
a reflection of the weak economy and will be reversed as the
€economy recovers.

The Government has provided an update of the fiscal situation for the
current year because of the weaker-than-expected economy in late 2008 and
carly 2009 and because of the significant actions required since the Action
Plan was tabled—in partnership with the new U.S. administration—to
stabilize the North American auto industry.

There are now encouraging signs that the economic situation is stabilizing.
The Government has judged it appropriate to monitor economic
developments over the summer with a view to providing an update in

the fall report.

Over the coming months, the Government will continue to implement the
Plan as aggressively as possible, appropriately balancing effective stewardship
and governance of taxpayer dollars with speed of delivery. Achieving this
balance will support Canadians through the global recession and will ensure
Canada emerges in a strong position.

The Government remains focused on further progress in implementing
the Plan.
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The immediate priority is to start the remaining funds flowing as soon
as possible. This means:

* Concluding any outstanding agreements and identifying projects for
training, social housing and infrastructure with provinces and territories.

¢ Identifying the next set of projects under the Community
Adjustment Fund.

* Moving ahead with additional work on federal infrastructure such as
bridges, harbours and buildings.

The Government will update Canadians with a third progress report in

the fall. At that time, the Government will provide further information on
the amount of stimulus funding that has been spent, as well as an update
on the effect of this stimulus on maintaining and creating jobs. Canadians
are invited to monitor progress in implementing the Economic Action Plan
on the Government’s website, www.actionplan.gc.ca.
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Update on Budget Implementation Vote *

Extraordinary Action to Ensure
Quick Implementation

Given the current economic situation and the need to expedite the funding
of programs in the Economic Action Plan, the Government sought
Parliament’s approval for an appropriation of $3 billion in the 2009-10
Main Estimates for a new central Vote for Budget Implementation
Initiatives—Treasury Board Vote 35. This exceptional and time-limited
appropriation allows Treasury Board ministers to allocate funds directly
to departments for immediate requirements related to budget measures
in advance of Parliament’s approval of the Supply for Supplementary
Estimates. Funds may be allocated only up to June 30, 2009.

Any unallocated funds remaining in the Vote after June 30 will lapse. The
table below provides details of allocations totalling $1.9 billion, approved
by Treasury Board ministers as of May 31, 2009. Amounts allocated from
June 1 to June 30, 2009 will be reported in the 2009-10 Supplementary
Estimates (B).
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Table A.1
Allocations for $3-Billion Budget Implementation Vote

Measures

Value

Reducing the Tax Burden for Canadians
Implementation of Budget 2009 tax measures
Helping the Unemployed
Strategic Training and Transition Fund
Canada Summer Jobs Program
YMCA-YWCA
Building Infrastructure to Create Jobs
ecoENERGY Retrofit program
Recreational Infrastructure Canada
An improved rail system
Trans-Canada Highway — Banff
Champlain Bridge rehabilitation program
Federal Infrastructure (buildings, bridges, Manege Militaire)
Aviation security
First Nations infrastructure —health facilities
National recreational trails
Creating the Economy of Tomorrow
Improving infrastructure at universities and colleges
Canada Graduate Scholarships Program
Transformation to a green energy economy—Clean Energy Fund
Industrial Research and Development Internship Program
Industrial Research Assistance Program
Modernizing federal laboratories
Extending access to broadband services in rural communities
Strengthening Canada’s nuclear advantage
Supporting Industries and Communities
Forestry
Canadian Youth Business Foundation
Canada Business Network
Canadian Tourism Commission
Marquee festivals
Parks Canada—national historic sites and visitor facilities
First Nations child and family services
Total

(millions of dollars)

8.6

250.0
4.0
15.0

32.5
91.3
125.0
2.1
4.3
100.0
1566.7
10.0
22.5

498.3
27.9
10.0

2.5
76.0
23.2
83.7

222.0

15.9
10.0
1.0
20.0
30.0
9.9

4.1
1,855.4

Note: Totals may not add due to rounding.
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