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Reinforcing fiscal narratives (as slowdown comes into focus) 
By Warren Lovely 

StatCan’s government finance statistics slice and dice Canada’s fiscal performance every which way. These data conform to IMF standards, 
allowing for comparisons between countries and across levels of government. Being of a higher frequency (quarterly), we use this release to 
compare and contrast with the narrative(s) emanating from official government releases that may arrive intermittently and/or less frequently. 
The latest data drop (for 2022:Q3) reinforces arguments we’ve earlier advanced, providing useful fiscal context as a slowdown takes root. 

Here you’ll see a striking/rapid fiscal recovery in Canada’s general government sector. Deficit reduction has been most pronounced at the 
federal level, where disproportionate red ink was earlier spilled. That the provincial sector survived the pandemic without colossal budgetary 
damage is itself notable. Even if the provinces had a smaller hole to climb out of, a pronounced revenue surge—still in evidence through 2022:Q3 
owing to resplendent nominal GDP gains—has meant much-improved operating results. There’s a continued string of positive balances at the 
local government level, as is generally required by law, with municipal revenue proving less sensitive to economic swings. Not for nothing, we’d 
note (caution?) that expenditure growth has traditionally been more closely correlated with headline inflation at the local government level 
than has been the case federally or provincially, which is but one unique dimension of a municipal credit outlook we’ll explore separately. 

Balance sheet metrics generally show a provincial sector relatively well positioned for slower growth. The provincial net debt burden has 
receded faster than at the federal level—one of the more striking elements of the ‘normalization’ in Canada’s public sector finances. In fact, 
you won’t find a lower quarterly provincial net debt ratio than what we had in 2022:Q3 (based on over 30 years of data back to 1990).

Chart 1: Portrait of a fiscal recovery (less red ink spilled provincially) 
Net operating balance by level of government 

 
Source: NBF, StatCan 
 
 

Chart 2: How well are finances aligned to growth & inflation? 
Correlation in Y/Y growth & inflation rates by level of government* 

 
Source: NBF, StatCan | Note: Based on latest 10 years of quarterly data to 2022:Q3 
 
 
 
 

Chart 3: Provi leverage lightens up (vs. feds & relative to history)  
Federal/provincial quarterly net debt burden 

 
Source: NBF, StatCan 
 
 

Chart 4: Trading places in terms of gross leverage 
Evolution of federal/provincial gross debt burden: Pre-COVID to latest 

 
Source: NBF, StatCan 
 
 

-12

-10

-8

-6

-4

-2

0

2

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3

2019 2020 2021 2022

Federal
Provincial
Local

% of GDP (4Q mov sum)

-0.6

-0.4

-0.2

0.0

0.2

0.4

0.6

0.8

Federal Provincial Local Federal Provincial Local

Revenue vs. nominal GDP Spending vs. CPI

R

0

10

20

30

40

50

60

70

80

19
90

19
92

19
94

19
96

19
98

20
00

20
02

20
04

20
06

20
08

20
10

20
12

20
14

20
16

20
18

20
20

20
22

Gross debt

Net debt

% of GDP

48.3

73.6

55.955.9

73.3

49.4

40

45

50

55

60

65

70

75

80

Pre-COVID
[2019]

Peak
[2020:Q2]

Latest
[2022:Q3]

Federal

Provincial

% of GDP

While burgeoning GDP definitely helped, notably lower net debt burdens leave governments 
(including key provinces) relatively well positioned for slower growth (all else equal). 

Ottawa and the provinces have effectively traded places when it comes to gross leverage. Pre-
COVID, the provinces were the more heavily indebted. Today, it’s the other way around. 

Canada’s fiscal recovery has been striking. Ottawa has cleaned up red ink. Provincial damage 
was relatively contained, all things considered. Local government budgets remain balanced. 

Federal/provincial revenue is well-attuned to economic swings, so a 2023 slowdown bears 
watching. Local government spending growth has tended to be more closely linked with inflation. 

160481_b1d84dde-c2fc-4b14-9ab1-b95cffc1d2e5.pdf



 

 
 2 

Economics and Strategy 

Market View 

Chart 5: Slowdown will weigh, but starting point a help 
Average path for provincial budget balance during recession/slowdown 

 
Source: NBF, StatCan | Note: Based on 6 recessions/slowdowns, excluding pandemic 
 
 
 

Chart 6: Gross debt burden non-trivial, so market access key 
Average path for o/s provincial debt securities during recession/slowdown 

 
Source: NBF, StatCan | Note: Based on 6 recessions/slowdowns, excluding pandemic 
 
 
 
 
 
 

Table: Comparing/contrasting today’s fiscal health with where things stood prior to earlier downturns 
Canada general government fiscal metrics: Latest quarter vs. level observed prior to Canadian recessions/slowdowns 

 
Source: NBF, StatCan | Note: Table reflects select income statement/balance sheet metrics; data for the latest available quarter (2022:Q3) have been compared to the level observed 
immediately prior to earlier Canadian recessions and other economic slowdowns 
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Latest: 2022:Q3 Pre-recession level Pre-downtown level (excl. recessions)
Level vs Rec vs Down 1990:Q1 2008:Q3 2019:Q4 Avg 1995:Q1 2000:Q3 2014:Q4 2018:Q3 Avg

General 37.6 -1.6 -2.6 42.2 36.7 38.7 39.2 42.6 42.5 37.1 38.6 40.2
Federal 13.5 -1.5 -2.0 17.4 13.5 14.0 14.9 17.1 17.6 13.1 14.1 15.5
Provincial 20.6 -0.6 -0.5 22.0 20.0 21.4 21.1 22.4 20.6 20.7 20.5 21.1
Local 7.4 -0.7 -0.6 9.0 7.0 8.5 8.1 9.7 6.8 7.9 7.9 8.1
CPP/QPP 3.1 0.6 0.5 2.4 2.5 2.6 2.5 2.6 2.4 2.3 3.0 2.6

General 37.9 -3.5 -3.4 50.1 34.7 39.2 41.4 52.4 37.9 37.4 37.5 41.3
Federal 14.7 -2.7 -1.9 24.7 13.1 14.4 17.4 24.8 14.8 13.1 13.7 16.6
Provincial 20.1 -1.2 -1.0 23.4 19.1 21.6 21.4 24.8 18.6 20.8 20.4 21.2
Local 7.2 -0.6 -0.7 8.6 6.6 8.2 7.8 9.5 7.1 7.7 7.5 8.0
CPP/QPP 2.8 0.4 0.2 2.0 2.2 2.9 2.4 2.6 2.2 2.6 2.8 2.5
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CPP/QPP 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

General -0.3 1.9 0.8 -8.0 2.0 -0.6 -2.2 -9.8 4.6 -0.3 1.1 -1.1
Federal -1.3 1.2 -0.1 -7.3 0.4 -0.3 -2.4 -7.7 2.8 0.0 0.4 -1.1
Provincial 0.4 0.7 0.5 -1.4 1.0 -0.2 -0.2 -2.4 2.0 -0.1 0.1 -0.1
Local 0.2 -0.2 0.1 0.4 0.4 0.3 0.4 0.2 -0.3 0.1 0.4 0.1
CPP/QPP 0.3 0.2 0.3 0.3 0.3 -0.2 0.1 0.0 0.2 -0.3 0.3 0.0

General 119.6 17.1 1.5 101.9 88.0 117.5 102.4 133.2 111.3 114.5 113.2 118.1
Federal 55.9 6.9 -1.4 59.1 40.0 47.8 49.0 75.5 58.0 48.4 47.1 57.2
Provincial 49.4 5.8 -1.3 35.5 39.6 55.6 43.6 49.0 46.2 54.3 53.1 50.6
Local 8.9 0.8 0.3 7.3 7.6 9.4 8.1 8.7 7.1 9.2 9.3 8.6
CPP/QPP 5.5 3.7 3.9 0.0 0.7 4.7 1.8 0.0 0.0 2.6 3.8 1.6

General 21.6 -20.2 -35.4 58.6 37.2 29.7 41.8 90.6 64.6 44.3 28.4 57.0
Federal 31.4 -4.7 -12.3 50.7 29.2 28.2 36.0 67.3 49.8 30.6 27.1 43.7
Provincial 10.8 -4.6 -10.5 11.7 14.1 20.3 15.3 24.8 16.9 25.0 18.4 21.3
Local 2.3 -0.9 -1.3 3.9 3.0 2.7 3.2 5.0 3.6 3.2 2.6 3.6
CPP/QPP -22.8 -10.1 -11.2 -7.7 -9.0 -21.5 -12.7 -6.5 -5.7 -14.5 -19.6 -11.6
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An economic stall (or outright recession) is never good news for provincial government finances. 
But at least we’re entering this central bank-induced slowdown from a relatively solid (if cyclically 
juiced) starting position, provincial governments collectively in the black. 

As per Chart 3, provincial net debt has eased markedly. Still, there’s no shortage of gross debt 
(and plenty of bonds to refi in 2023). We’ve been encouraged by the early tone to debt capital 
markets, but we can’t entirely lose sight of what will be a larger year of central bank QT.  

The government revenue share of GDP 
is currently lower than pre-recession or 
pre-slowdown averages. We’re not 
advocating for tax hikes, but this hints at 
a degree of underlying fiscal flexibility. 

Government spending has evolved 
massively. Extraordinary outlays have 
been walked back, but pressures linger. 
Like revenue, spending ratios vs. GDP 
capture inflated levels of nominal output. 

In the wake of large-scale/rapid rate 
hikes, the interest bite has been a focal 
point. Interest charges are rising, but 
debt remains relatively affordable. Provis 
have done a good job locking debt in. 

The feds led the pandemic response and 
had outsized red ink to show for it. 
Provincial finances were less bruised, 
with extraordinary transfers helping. The 
provi sector was balanced as of ’22:Q3. 

Canada likes to trumpet its debt 
advantage vs. key peers. But make no 
mistake, there’s plenty of gross debt to 
go round, much of it taking the form of 
outstanding federal-provincial bonds. 

The closely watched net debt burden has 
been placed on an improving trajectory. 
Net leverage has receded quite quickly at 
the provincial level, providing some 
breathing room as growth now slows. 
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General 

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of 
National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.   

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may 
be subject to change without notice.  The information is current as of the date of this document.   Neither the author nor NBF assumes any obligation to update 
the information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis 
and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this 
Report constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual 
circumstances.  In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in 
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any 
due diligence or analytical work required by you in making an investment decision. 

This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate 
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself 
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.  

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.  

Canadian Residents 

NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market 
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its affiliates may also be 
contrary to any opinions expressed in this Report. 

NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services.  As well 
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases 
and/or sales of these securities from time to time in the open market or otherwise.  NBF and its affiliates may make a market in securities mentioned in this 
Report.  This Report may not be independent of the proprietary interests of NBF and its affiliates. 

This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the 
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.   
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UK Residents 

This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of 
investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this 
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act 
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice.  NBF and/or its 
parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may 
have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as 
market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker 
with respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount 
invested.  Past performance is not a guide to future performance.  If an investment is denominated in a foreign currency, rates of exchange may have an adverse 
effect on the value of the investment.  Investments which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about 
their value or the extent of the risks to which they are exposed.  Certain transactions, including those involving futures, swaps, and other derivatives, give rise to 
substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for 
distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority).  Persons who are retail clients should not act or rely upon the 
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for 
the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.  

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial 
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 70 St. Mary Axe, London, EC3A 8BE.  

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom. 

US Residents 

With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by the Financial 
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its 
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact 
their NBCFI registered representative.  

This report is not a research report and is intended for Major US Institutional Investors only.   

This report is not subject to US independence and disclosure standards applicable to research reports. 

HK Residents 

With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”)which is licensed by the Securities and Futures 
Commission (“SFC”) to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report 
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a 
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers, 
NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume 
any loss suffered by you in reliance of such information.  

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such 
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)).  If 
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not 
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus 
for full details.  

There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional 
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which 
are managed by NBCFMA or its affiliates that may purchase or sell such securities and instruments.  

No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the 
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) 
hold themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public. 

Copyright 

This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information, 
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF. 
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