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FISCAL COVID: THE PANDEMIC’'S IMPACT ON GOVERNMENT FINANCES
AND ACCOUNTABILITY IN CANADA

by William B.P. Robson, and Nicholas Dahir

*  Beyond its damage to Canadians’ health and their economy, COVID-19 strained public finances,
and both highlighted and exacerbated gaps in governments’ accountability to legislators and voters.

* Spending by all senior governments jumped in the 2020/21 fiscal year — up 7 percent on average
across provinces and territories, and up more than 70 percent for the federal government. Although
tederal direct transfers and indirect support through other programs buoyed provincial and
territorial revenues, higher expenses boosted accumulated deficits across the board, with the federal
government in particular borrowing enough to impair its capacity to deliver services in the future.

Stewardship of public funds during the pandemic was lax. Some governments delayed their
2020/21 budgets until late in the fiscal year, and the federal government presented no budget at
all. The completeness and quality of information about COVID’s impact in governments’ public
accounts varied widely. Comparisons of that limited information show major differences among
governments’ spending on healthcare and other programs, including health spending unrelated to
the pandemic, that are hard to explain with reference to COVID’s health or economic impacts.

* Although many provinces and territories finished 2020/21 with surprisingly strong revenues and
bottom lines, the debt-financed federal spending that supported them is winding down. Restoring
fiscal health will require discipline, and COVID revealed that fiscal accountability in times of crisis
is inadequate. Legislators should insist on timelier, fuller, and more reliable fiscal information in
the future.

INTRODUCTION AND OVERVIEW

The COVID-19 pandemic had huge impacts on human health and the world economy. Its impacts on
public finances were also huge. Moreover, an investigation of its impact on public finances highlights
problems with the timeliness, fullness and reliability of the information Canada’s senior governments give
their legislatures and the public — in general, and in times of crisis particularly.
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The Fiscal Impacts

A few numbers from the public accounts of
Canada’s senior governments show the scale of
COVID’s fiscal impact. The 2020/21 fiscal year
began on April 1st, 2020, barely more than two
weeks after the declaration of a pandemic. The
expenses of Canada’s senior governments — the
tederal government, provincial governments and
territorial governments together — amounted to
$1,140 billion that year, $309 billion higher than
in 2019/20. The unweighted average increase in
spending by provinces and territories between
2019/20 and 2020/21 was 7 percent.! Including
the federal government’s 73 percent increase
(which includes higher transfers to provinces and
territories) raises the all-government average to
almost 12 percent.

Revenues held up quite well — while the
aggregate revenues of senior governments were
lower in 2020/21 than the year before, most
governments experienced increases. The net effect of
much higher expenses and little change in revenues
was a $368 billion increase in their accumulated
deficits — the measure of debt (including capital
assets) that is the standard measure of fiscal capacity
in Canadian public sector accounting standards.
'The unweighted average increase in provincial
and territorial accumulated deficits was equal to
5 percent of their 2019/20 expenses. The federal
government’s accumulated deficit ballooned by
$327 billion in 2020/21, an amount equal to 90
percent of its 2019/20 expenses. Adding that to
the all-government average raises the average
deterioration to more than 11 percent of expenses.

The Problems

Such a major crisis should prompt governments

to provide legislators and citizens with extensive
information about its fiscal impact: how it affected
previous plans, and how it affected their results
afterward. While a number of governments
provided information as their responses developed
and reported on COVID’s impact on particular
revenues and expenses, comparisons to pre-
COVID plans and information in public accounts
published after fiscal year-end fell well short of that
expectation. Some problems with the information
governments provide in their budgets and fiscal
projections, as well as in their public accounts and
financial statements, are longstanding (see for
example, Robson and Wu 2021a). Others were
worse in 2020/21.

Senior governments should present budgets
well before the April 1 start of their fiscal years.
In 2020/21, that would have given a clean pre-
pandemic baseline, since the declaration of
the pandemic and the beginning of lockdowns
occurred in mid-March. Historically, many have
not presented timely budgets, but 2020/21 was
unusually bad. When the pandemic hit, the federal
government proposed legislation that would have
let it tax, spend and borrow without parliamentary
oversight until the end of 2021. Although
that overreach proved too much to sustain, it
sidestepped Parliament by presenting no budget for
2020/21. Several provinces delayed their budgets
tor months. For this investigation, we use earlier
fiscal updates and budgets to get an idea of what
some governments planned before COVID hit.
'That kind of workaround should not be necessary:

1 Because the experience of each jurisdiction is important in its own right, all the averages we report are unweighted — that
is, each jurisdiction gets equal weight. That means our averages are not the same as would result from dividing a given
aggregate, such as revenue or expense, by the number of jurisdictions, which would weight them by the size of their

revenues or expenses.
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governments should give legislators information
that is clear, complete, and timely enough for them
to cast informed votes on fiscal plans.

After year-end, the financial statements in
governments’ public accounts should provide
information to help legislators and voters
understand what happened, and how it differed
from plans. Such analyses are all the more desirable
when a crisis has pushed results as far off track
as COVID did, yet most governments provided
little systematic information on how the pandemic
affected overall revenue, expense and surpluses
or deficits, or even how it affected key programs.
Because health-related expenses are a natural focus
of our investigation, we reference compilations from
Statistics Canada and the Canadian Institute for
Health Information (CIHI) for potential insights
into why COVID affected various governments
difterently. Our scan of spending against health and
economic developments across the country raises
as many questions as it answers, such as why many
governments, including the federal government,
showed large increases in non-COVID-related
health spending.

The Challenges

Legislative oversight of government spending is
fundamental to parliamentary government. While
a crisis such as the COVID pandemic should and
will force governments to adjust spending and
adapt their fiscal frameworks, it accentuates, rather
than reduces, the need for elected representatives
to understand and approve those changes. Elected

representatives need clear baselines: budgets

that are not timely, complete or clear impede

their understanding of governments’ plans and
ability to hold them to account. They need clear
reporting: missing or obscure information in public
accounts undermines their ability to understand
what happened, and correct problems revealed

by variances from plan. The COVID crisis not
only undermined the capacity of Canada’s senior
governments to deliver services in the future, it also
demonstrated the fragility of fiscal accountability
under stress.?

Legislators and Canadians generally should
demand budgets and public accounts that are
timelier, fuller and more reliable. Those demands
should be louder, and legislators should be more
insistent, when a crisis throws fiscal plans badly off
course. Better information alone cannot guarantee
better fiscal management in the future. But it is an
essential foundation that needs reinforcing.

THE BIG PICTURE

Future historians of public finances in Canada

will see from a glance at the aggregate numbers in
senior governments’ public accounts that something
remarkable happened in the 2020/21 fiscal year

— the year that ran from April 1, 2020, to March
31,2021. Their spending, most notably federal
spending, jumped as never before in peacetime. The
bottom lines of many — with the federal government
again being the most notable — deteriorated on a
scale not seen in decades.

2 We underline at the outset that we are not criticizing governments for specific responses to COVID, which were necessarily

based on incomplete information about the disease and its impact, nor for providing partial information on those responses

as they unfolded. Our concern is with the key documents that present governments’ intentions at the beginning of the

year and report on the results after year-end: budgets and public accounts. Whatever shocks may occur, and however

governments may respond, a motivated reader of any individual government’s budget and its public accounts ought to get

a clear picture of how and why results differed from plans. Our focus in this report is on how clear a picture such a reader
would get from the budgets and public accounts Canada’s senior governments produced in 2020/21.
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Revenues, Expenses and Surpluses or Deficits
in 2020/21 Relative to 2019/20

The key aggregate numbers — the revenues, expenses
and accumulated surpluses or deficits of the federal,
provincial and territorial governments in 2019/20
and in 2020/21 — appear in Table 1.

Revenues: The unusual experience of 2020/21 is
least evident in revenues. Some provinces reported
declines: Saskatchewan (2 percent), Alberta (7
percent), and Newfoundland and Labrador (24
percent).® The federal government reported a 5
percent decline — a number exaggerated by its
inappropriate practice of netting the GST credit,
which it boosted during the pandemic, against
its revenues.* Ottawa also reported negative
investment income — a peculiar development that
arose because the Bank of Canada lost money on
its purchases of government bonds, a point we
elaborate later.

Notably, however, notwithstanding the
pandemic’s negative impact on output and
spending, and depressed prices for many natural
resources, the majority of governments reported
higher revenues in 2020/21. The average change
across all provincial and territorial governments
was an increase of 2.5 percent — thanks in large part
to, federal transfers and COVID-related support
programs that supported spending and tax bases.
Adding the federal government’s decline lowers the
average, but it is still positive: a 2.0 percent increase.

Expenses: 2020/21’s unusual nature jumps
out in terms of expenses. All senior governments
spent more, and some spent way more. The average
increase across all provinces and territories was 7
percent. The federal government was in a category
of its own. Its expenses were more than 70 percent
higher in 2020/21 than in 2019/20 — a percentage
increase so large that showing the GST Credit
as an expense, as would be proper, would barely
affect it. The federal government boosted transfers
to provinces and territories as part of its response
to COVID, so summing across all governments
involves some double counting. But since each
government runs its own programs, it is noteworthy
that including the federal increase raises the all-
government average increase to almost 12 percent.

Bruised Bottom Lines: 2020/21 also jumps out
from changes in senior governments’ accumulated
surpluses or deficits.> While PEIL, New Brunswick
and the territories registered improvements, most
governments reported marked deteriorations.
Among the provinces and territories, the worst were
Newfoundland and Labrador, whose accumulated
deficit grew by an amount equal to almost one-
fifth of its 2019/20 expenses, and Alberta, whose
swing from accumulated surplus to accumulated
deficit was equal to almost one-third of its 2019/20
expenses.® The average deterioration among the
provinces and territories was 5 percent of the prior
year’s expenses. Here too, Ottawa was in a category

3 In the 2019/20 fiscal year, Newfoundland and Labrador received $2.4 billion in federal transfer revenues from the 2019
Atlantic Accord. Without this one-time payment, Newfoundland and Labrador’s revenues would have risen 1.4 percent in

2020/21, raising the average increase for provincial and territorial governments to 4.3 percent.

4 'The GST credit, despite its name, is a transfer payment unrelated to GST paid by its recipients, so should be classified as an

expense (Robson and Laurin 2017). The federal government boosted it by $5.4 billion as part of its pandemic response, but

reported that change as a decline in revenue rather than an increase in expense.

5 As noted earlier, accumulated surplus or deficit is the critical measure of net worth under Canadian public sector accounting

standards. It is equal to all assets, including non-financial assets, minus all liabilities, and represents a government’s ability

to provide services.

6  We scale the changes in accumulated surpluses or deficits to the prior year’s expenses because scaling them to the

accumulated surplus or deficit itself produces numbers that are not comparable across governments or over time. For
example, at the end of 2019/20, Saskatchewan’s accumulated deficit was very small. Dividing its 2020/21 change by that
would have produced a percent change of more than 600 percent — not a helpful scaling.



1T~

06~

8L S81

Ty 06

LT o

Ll 795
v'6C- L8TLT-
L= 9/TT-
901~ vL8T-
T's- 0€5€T-
6°0- 8T10°T-
Sy Iy

8'C- e

80 LT

9°L1- T6+°1-
C'06- 98¢°LTe-

Ju2249J

sasuadxyy
T s
se aduey))

0L0°¢ $88C
TLET 18C°C
€687 €581
L0T'E 69L°L
19.°- 9TH1T
89¢°T- 16T~
868°C1- #2011~
v6T68C- | ¥9L°STC-
8TL80T- | OTLLOT-
LETY- 78Sy~
1606~ 6vL8-
066~ £00°T-
99171~ SL9'6-
9L 8YOT- | 09ETTL-
suoyjius §

12/020C  0T/610T

Yy (/snjdmg paremunodyy

8’11
0L

6'Y
L9
6'8
Lyl
0°¢
6'C
0°€T
00T
01
L0
8'C
¥'6
(44
€EL

JUuIdLg

aduey)

JuIJ

91T
L¥T
144
T9°8
€eL'T
a4
00€C
62591
6T6TT
L9
9
S0T
£5¢

S6+‘C
8Y€C
€197
¥29°L9
66009
1S9°ST
9¢6°61
L6T°T8T
0189CT
0166
LT9CT
0LEC
0788

996°59¢C 088829

suoyuL §

dBueyd  17/020C

sasuadxyy

6LET
10C°C
08%‘T
7868S
9,€'8S
90C'ST
9¢9°LT
892491
T68%TT
€786

(£ 14!
991°C
998
¥16°C79¢

0Z/610C

0C
§

6'8
8Vl
et
09
L9-
v
0T
9'S
87
€y
00
1'8
S'€c-
€s-

JuIdrLog

aduey)

JUIJ

‘SJunoddoe uﬂn—ﬂm EOHM suonerndTed .w.HOﬂuﬂ< UUH—»OW

61¢C 089°C
ST 8EYC
8L1 7591
96‘¢ 95179
£80°€- LET'EY
€9¢- YTSYT
8L1 618°LT
L6L8 £68791
019‘S ¥85CCT
9Tt 8T€0T
4 98C‘CT
LLT S9€C
95CC- 8TEL
S89°LT- 99TE
suoyrus §

abueyd  17/020C

SONUIAIY

L/d/4

I/d
sagerony parySromun)
09¥C AN
(4% 4 LN
94T A
09985 od
veT'oy av
L8891 AS
T¥9LT N
960°9ST NO
L6911 00
768°6 4N
¥8CCT SN
881°C dd
856 IN
TETYEE S |

0¢/610C SJUUIUIIAOL)

12/020C PUe 0T/6T0T ‘SIUSWIUIIA0L) JOTUIG JO SIDYI(T J0 sasnjding paje[numdoy pue sasuadxy] ‘sonuaady :T 9[qer,



" C.D. HOWE INSTITUTE

of its own. Its accumulated deficit deteriorated by
an amount equal to 90 percent of its prior-year
expenses.

Off Course: 2020/21 Results Relative to Plans

Changes in revenues, expenses, and net worth
are a vital start in assessing fiscal performance
during the pandemic year. These are the reported,
audited results, providing key information about
governments’ use of resources and their future
capacity to deliver services.

For a legislator or citizen trying to assess how
COVID aftected a government’s fiscal position,
however, they are only a start. What it COVID
had not happened? Governments anticipated
various changes in revenue and spending before the
pandemic. How did 2020/21’s results compare to
pre-pandemic plans?

Governments that presented budgets well
before the April 1st start of their fiscal years, as
they should, provide pre-pandemic baselines.
COVID’s potential health and economic threats
were not evident until well into March of 2020.”
Governments following a responsible fiscal cycle
prepared their projections before then. Nova
Scotia, New Brunswick, Quebec, Manitoba,
Alberta, British Columbia, Yukon, the Northwest
Territories and Nunavut all presented timely
budgets for 2020/21 (Robson and Wu 2021a), and
the projections in those budgets provide a basis for
comparison by legislators and others.

'The federal government produced no budget
for 2020/21. This unprecedented failure — both by
the government for not presenting a budget, and
by federal parliamentarians for letting it happen —
meant Canadians got no formal federal fiscal plan
for 2020/21. A legislator or other interested person
looking for a pre-COVID baseline would need
a workaround. The federal Economic and Fiscal

Update released in the middle of December 2019

provided aggregate revenue, expense and deficit
projections for 2020/21. We use those for our
comparisons of results to projections.

Ontario did not produce its 2020/21 budget
until May of 2020. That is also a signal lapse:
governments should present budgets before money
is committed and spent. Since the pandemic had
altered the outlook by May, a person looking for a
pre-COVID baseline would need a workaround.
For Ontario also, the previous fiscal update — its Fall
Economic Statement released at the end of October
2019 — is a reasonable source for pre-COVID
projections.

Saskatchewan did not produce its 2020/21
budget until June of 2020 — inconsistent with
proper accountability, and unsuitable for a
pre-COVID baseline. Its fiscal update for
2019/20 included no projections for 2020/21.

In Saskatchewan’s case, we resort to 2020/21
projections released in a companion document to
its 2019/20 budget for our pre-COVID baseline.
However, the budget-consistent numbers in the
companion document are aggregates only, with no
details of revenue and expense.

Newfoundland and Labrador produced its
2020/21 budget very late: the end of September
2020. Prince Edward Island did not produce
its 2020/21 budget until the second half of
June. Neither’s 2019/20 fiscal update contained
projections for 2020/21. Nor did their 2019/20
budgets. These lapses mean that no one — legislators,
us, nor anyone else — can make these comparisons
tor Newfoundland and Labrador or PEIL

'The Northwest Territories poses a different
problem. Although its 2020/21 budget appeared
on time, that budget used different accounting than
its financial statements (Robson and Wu 2021a).
That discrepancy undermines comparisons between
dollar amounts in projections and results and will
limit our investigation of some COVID impacts.

7 'The World Health Organization declared COVID-19 a pandemic on March 11, 2020.



COMMENTARY 643

'Those caveats noted, we present the comparisons
we can make in Table 2. We show percent changes
rather than levels. Percent changes mitigate
the distortions from the Northwest Territories’
inconsistent accounting, and reduce complications
that arise from revisions to governments’ 2019/20
numbers between the time they made their
budget projections for 2020/21 and the time
they published their public accounts for that
year.® We also compare the projected and actual
changes in the governments’ bottom lines, scaled
to each government’s prior year expenses to put
governments of different sizes on a common scale.’

'The table shows the numbers for governments
that presented timely budgets that allow proper
comparisons to results in cells shaded blue. It
shows the numbers for the Northwest Territories in
italics to flag the accounting discrepancy. The cells
containing numbers for governments for which we
used earlier documents as workarounds are shaded
gray. Since PEI and Newfoundland and Labrador
provided no numbers suitable for comparisons, their
projections display NA, and we omit their numbers
from the averages labelled “comparable.”

An Overview of Projections vs. Results:
Starting with revenues, most governments
budgeted (in pre-COVID budgets) or projected
(in fiscal updates or previous budgets) higher
revenues in 2020/21 than in 2019/20. The average

projected increase across the provincial/territorial

governments — except PEI and Newfoundland and
Labrador, for which we have no projections — was
4.7 percent. The average reported increase, again
excluding PEI and Newfoundland and Labrador,
was 4.4 percent. The federal government’s shortfall
was considerable: it projected a 3.6 percent increase
and reported a 5.3 percent decline — somewhat
exaggerated by its inappropriate netting of the
GST credit against revenue. Yet half of the 12
provinces and territories for which we can make the
comparison reported more growth in revenue than
projected, making COVID seem, from an aggregate
revenue point of view, strangely benign.

Turning to expenses versus projections, most
governments pre-COVID plans prefigured higher
spending in 2020/21 than in 2019/20. The average
projected increase across all of them — except PEI
and Newfoundland and Labrador — was 3.5 percent.
Against those projections, the average 7.1 percent
increase in expenses reported by the provincial
and territorial governments represents a material
overshoot — 3.6 percentage points. The federal
government projected an increase of 3.3 percent
and recorded an increase of 73.3 percent. Add that,
and the all-government average increase goes to
12.6 percent, a 9.1 percentage-point overshoot.'”

Comparing projected and reported changes in
bottom lines, we see that 10 of the 12 governments
that produced useable numbers projected positive
swings in their bottom lines — a larger surplus, a

8  Prior-year numbers in governments’ budgets and fiscal updates are estimates for a year still underway, or not yet tallied. They
differ from the numbers governments report later in their financial statements, because of surprises affecting revenues and

expenses, and because of biased forecasting. Showing both sets of dollar values for 2019/20 — those in budgets or updates on

the one hand and those in financial statements on the other — would clutter the table. It is simpler to compare the changes

in revenues and expenses in the projections to the changes in revenues and expenses in the financial statements, expressing

everything in percentages.

9 Note that these are changes in bottom lines — that is, increases or decreases in accumulated surpluses or deficits, or swings

from surplus to deficit or vice-versa — not the surpluses or deficits themselves.

10 'The federal government changed some of its expense presentations after the 2019 fiscal update, with its summary statement

of transactions and statement of operations showing increases in its past pension liabilities below a separate deficit line

rather than in program expenses. We show them as part of debt costs, as explained further below.
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smaller deficit, or a swing to surplus from deficit —
between 2019/20 and 2020/21." The average across
those governments was slightly positive — a swing in
the direction of a surplus of 1.4 percent of 2019/20
expenses. As it turned out, four — New Brunswick
and the territories — reported positive swings

in 2020/21. The average across the comparable
provinces and territories was a negative swing equal
to 2.4 percent of 2019/20 expenses — 3.8 percentage
points worse than projected. Add the federal
government, and the average negative swing was
worse than projected by 10.2 percent of 2019/20
expenses.

Historically, Canada’s senior governments have
tended to materially overshoot their revenue and
expense projections (Robson and Wu, 2021b).
During the 20 fiscal years before 2020/21, the
average difference between projected and actual
revenues across all the governments was 2.3 percent
annually, and the average difference between
projected and actual expenses was 2.0 percent
annually. That record provides some context for
the 2020/21 results. If some governments were
privately expecting a positive revenue “surprise”, the
results were worse than the variances alone suggest.
With respect to expenses, some provincial and
territorial governments might have projected less
than they actually expected to spend, which would
make some of the 2020/21 overshoots slightly less
extraordinary. On the whole, though, COVID-19
was a shock of a different order than anything
over the previous 20 years — notably for the federal
government, which responded to COVID with
in-year spending increases far beyond anything that
had occurred in decades.

What Just Happened? Governments’ Public

Accounts Skimpy on the Fiscal Impact of
COVID

COVID had such huge impacts on government
finances that a legislator or other reader of federal,
provincial and territorial public accounts for 2020/21
might expect its effects on revenues, on expenses,
especially on health, and on the bottom line to be
central exhibits. A key reason for providing such
information is that it helps people understand how
much the shock contributed to variances to plans,
as well as the nature of the government’s responses.
Disappointingly, however, the public accounts for
that year typically did not provide systematic and
comprehensive information (Table 3).

While all governments cited COVID in
discussing variances in their public accounts,
tew had dedicated sections explaining COVID’s
tull impact on revenues and expenses. Most
presented partial information in one section one
way, and other partial information in a different
section another way. Looking across governments,
presentations on COVID’s impact were markedly
inconsistent. In nearly every case, a diligent reader
of a government’s public accounts main volume
would have emerged frustrated.

Leaders by Example: Only one of Canada’s
senior governments showed systematic numbers
on COVID’s impact on revenue. Only six provided
systematic numbers for its impact on health and
other expenses.

'The Northwest Territories stood out for
providing a single table with estimates of COVID’s
impact on all revenues and expenses in the notes
to its financial statements. Unfortunately, the table

11 Our bottom line comparison looks at projected surpluses and deficits and reported changes in accumulated surpluses and

deficits because the reported changes often include an item such as “other comprehensive income or loss” which budgets

and other fiscal projections do not anticipate. We take this topic up in a later section.
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Table 3: Presentations of COVID's Fiscal Impact Figures in Governments’ Public Accounts

Source: Public accounts.

omitted a key item of interest: COVID’s impact
on health spending particularly. Prince Edward
Island, Nova Scotia, and Manitoba presented
tables summarizing COVID’s impact on federal
transfer payments, and on health and non-health
expenses, but not on aggregate revenues. Ontario
provided information on federal transfer payments
in text commentary, and tables showing COVID’s
impact on expenses, including on health. Quebec
and British Columbia provided tables showing
COVID’s impact on some categories of expense,
including health.

'The federal public accounts did not provide
COVID impact numbers in tables. It provided
some expense numbers, and qualitatively discussed
most revenue measures, in the text. Its only
revenue impact numbers were for the misclassified

GST credit. Saskatchewan, Alberta, Yukon and

Revenues Expenses
Governments Non-Federal Federal Transfer Non-Health Health Related ~ Surplus or Deficit
Transfer Revenues Revenues Expenses Expenses
Federal Text = Text Text None
NL None None None None None
PE None Table Table Table None
NS None Table Table Table None
NB None None None None None
QC None None Table Table None
ON None Text Table Table None
MB None Table Table Table None
SK None Text None None None
AB None Text None None None
BC None None Table Table None
YK None Text None None None
NT Table Table Table None Table
NU None Text None None None

Nunavut provided federal transfer revenues in
text or footnote commentary only. Newfoundland
and Labrador, and New Brunswick, provided

no numbers on COVID’s impact in their public
accounts.

VARIANCES TO PLAN BY MAJOR ITEM

Since legislators or other interested persons
seeking to understand COVID’s impact on various
elements of revenue and expense could not find a
complete presentation in the public accounts of any
government except the Northwest Territories, they
might resort to comparing pre-COVID plans to
results in more detail.

We have already noted some problems with
pre-COVID projections: PEI and Newfoundland
and Labrador presenting their 2020/21 budgets and
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their 2019/20 fiscal updates too late to provide pre-
COVID projections, and the Northwest Territories
using different accounting in its budget than in its
financial statements. Going deeper brings a further
problem to light: a frustrating lack of detail on
categories of revenue and expense.

'The fiscal updates we resorted to for governments
that presented budgets late or not at all provided
less information than budgets likely would have.
The federal fiscal update in 2019, for example,

did not project health spending specifically. New
Brunswick’s 2020/21 budget presented estimates for
categories of revenue for the prior year, but not for
categories of expense. Saskatchewan’s companion
document to the 2019/20 Saskatchewan budget

we use for Saskatchewan’s pre-COVID baseline
provided no details in its projections.

What does the available information reveal? We
look first at non-interest revenues — that is, revenues
excluding investment income — then at non-interest
(program) expenses, then at net debt-servicing
costs, and finally at bottom lines."

Changes and Variances in Revenues

A key distinction for provincial/territorial
governments is between revenues they raise
themselves from taxes and fees — “own-source
revenues’ — and transfers from the federal
government. With COVID lockdowns and low
commodity prices pushing revenues down and
Ottawa ramping up spending, we can expect
different patterns in the two categories.

'The prior-year, projected and reported amounts
for own-source revenues and intergovernmental
transfers appear in Table 4. Again, we show figures
for governments with inconsistent accounting in
italics and figures for governments without suitable

2020 budgets in gray-shaded cells. Because it is

convenient to see the federal government’s transfers
alongside the provincial and territorial receipts,
rather than in a separate table, Table 4 shows
them also as a memo item (they are expenses, not
revenues, for the federal government).

Own-source Revenues Excluding Investment
Income: These revenues were lower in 2020/21
than in 2019/20 for 10 of the 14 governments.
Saskatchewan and Alberta suffered the largest
declines. We note again that the federal
government’s practice of netting the GST Credit
against revenue exaggerates its decline. The
average decline in these revenues across all 14
governments was 3.2 percent; among those for
which we can make comparisons to projections
(that is, not Newfoundland and Labrador, PEI or
Saskatchewan), the average decline was 2.7 percent.

These revenues also fell short of projections for
most of the governments for which we can make
the comparison (not Newfoundland and Labrador,
PEI or Saskatchewan). Comparing projected
versus reported percent changes, we see that most
governments projected increases in own-source
revenues — 2.5 percent on average. Especially if
they privately expected actual revenues to exceed
the published projections, as history suggests they
might have, the average decline of 2.7 percent —a
shortfall of 5.2 percent relative to projections — was
a sharp one.

Federal Transfers: The federal government’s
major transfers to other governments were way
up in 2020/21 — more than one-third more than
in 2019/20, and more than one-third above what
its 2019 Fall Update projected. The difference
between the 4.2 percent increase in these transfers
prefigured in the Update and the increase that
actually occurred reflects the size of the federal
government’s COVID-related grants. Every
province and territory except Newfoundland and

12 Readers who would like to check dollar amounts, or see how differences between the prior-year estimated amounts in

budgets and fiscal updates and the numbers reported later in public accounts affect the comparisons, will find versions of

Tables 4, 5, and 6 that include the dollar amounts, in the online Appendix
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Labrador (which had received the large Atlantic
Accord transfer in 2019/20) experienced a double-
digit percent increase in federal transfers in
2020/21. The provinces and territories for which
we can make the comparisons projected healthy
increases in federal transfers — 6.9 percent on
average. Those same provinces and territories
experienced an actual increase averaging 20.2
percent — 13.3 percentage points better than
projected.”® So higher federal transfers are a

key contributor to the surprising robustness of
provincial/territorial revenues in the pandemic year.

Variances in Program Expenses by Government

On the expense side, legislators and citizens would
probably want to see projections and results for
healthcare-related expenses and other expenses
separately."* We show the available figures in Table
5. As before, italics indicate accounting discrepancies
and gray-shaded cells indicate governments without
suitable baseline budgets. Quebec, Yukon and the
Northwest Territories did not isolate health spending
in their budgets and financial statements, but
combined it with other social services. Since health
spending is by far the largest item in the aggregation,
changes in the total largely reflect changes in the
health component, but smaller movements in other
components mute the percent changes.

Health Expenses: Not surprisingly, expenses
under the health heading were markedly
higher everywhere in 2020/21 than in 2019/20.
'The increase among provincial and territorial
governments was 8.4 percent. Ottawa’s direct
spending on health was much smaller, as a share of
its total expense, than was the case for provinces
and territories, which means that the COVID-

related increase in it, though relatively small in
dollar terms, was very large — almost 70 percent —
in percentage terms. Adding that raises the all-
government average to 12.7 percent.

Gaps in the data make generalizing about
variances from projections hard: We have no
projections for health spending from the federal
government, Newfoundland and Labrador, PEI,
New Brunswick or Saskatchewan. Among the
nine governments we can compare, the projected
increase in health spending averaged 4.4 percent,
and the reported increase averaged 10.0 percent,
for an average overshoot of 5.6 percentage points.
Governments have tended to overshoot their
projections on health expenses (Robson 2020)
as they have tended to overshoot their expense
projections generally, but COVID’s impact shows
in the size of the 2020/21 overshoots. A remarkable
teature of the health expense figures is the variation
in increases and overshoots across governments — a
point we return to in looking at health impacts and
economic variables later.

Other Program Expenses: Most governments
also recorded hefty increases in other program
(non-interest) expenses. The average increase from
2019/20 across the provinces and territories was 6.9
percent. Only New Brunswick and Alberta recorded
declines in non-health program expenses.

Because non-health program expenses are
a residual, we can only make reported-to-
projected comparisons for the governments
that published projections for health expenses.
Among the provincial/territorial governments we
can compare, the average projected increase in
non-health programs averaged 3.6 percent and
the actual increase averaged 8.1 percent, for an
average overshoot of 4.5 percentage points. Since

13 'The totals the federal government shows for transfer payments (provided in this table for reference — not included in the
averages) do not match the totals provinces and territories show for transfer receipts. The discrepancy reflects different

aggregations by different governments, as well as differences in the timing of recording payments and receipts.

14 Our totals for the federal government exclude amortization of pension expense, which we include in debt servicing charges,

as explained in the next section.
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governments typically overshoot their expense
projections, not all of this overshoot stands out as
unusual. What does stand out, as in the comparison
of increases and overshoots in health spending,
is variation across governments, with non-health
program spending growing modestly and/or
undershooting in New Brunswick, Quebec and
Alberta, and growing faster and/or overshooting
in Nova Scotia, Ontario, Manitoba, and British
Colombia.
We do not have health expense projections
for the federal government, and therefore cannot
produce exact projections for its non-health
expenses. But federal direct health expenses are
quite small: $5.4 billion out of total non-interest,
non-transfer expenses of $254 billion in 2019/20.
So a reasonable guess at the growth rate of health
expenses underlying the 2019 Fall Update’s numbers
would produce a serviceable estimate of the growth
rate of everything else. For example, subtracting
reported 2019/20 health expenses from non-interest,
non-transfer expenses estimated in the Update, and
assuming that all non-interest, non-transfer expenses
were projected to increase at the same rate in
2020/21, yields a projected increase in non-transfer
program expenses, excluding health, of 4.2 percent in
the Update, which is the number we show in Table 5.
'The reported increase in federal non-transfer
program expenses excluding health in 2020/21 was
94.1 percent. Ottawa responded to the pandemic
by boosting spending on many existing income-
support programs and adding new ones. Among the
boosted programs were seniors’ benefits, employment
insurance benefits, and child benefits. (It also boosted
the GST Credit — which, as we have noted, it
inappropriately shows as lower revenue rather than
higher expense.) Among the new programs were
the Canada Emergency Response Benefit and the
suite of Canada Recovery Benefits that succeeded it
(Finance Canada 2021, pp. 20-22) and the Canada
Emergency Wage Subsidy.

Federal spending also grew in areas less obviously
related to COVID. Ottawa’s compensation costs
rose by about $4.4 billion, or 8 percent, in 2020/21,
and it booked about $10 billion for contingent
liabilities related to indigenous child welfare — an
amount added to expenses, in an unprecedented
move, after the federal auditor general had already
signed its 2020/21 financial statements. It is
reasonable to wonder if COVID provided cover
for other increases in federal spending. Adding
the federal government’s 94.1 percent increase in
program expenses other than health and transfers
to the average of all governments for which we can
make the year-to-year comparison raises the average
increase to 16.7 percent.

Variances in Net Debt Servicing Costs by
Government

'The cost of servicing their accumulated deficits
influenced senior governments’ 2020/21 results less
than many items discussed so far. It merits a look
nevertheless, partly because of some unusual federal
numbers, and mainly because the increases in their
accumulated deficits — the federal government again
being the standout — will make the cost of debt
servicing more of an issue in the years ahead than it
has been for a long time.

In looking at the implications of governments’
accumulated surpluses or deficits for their future
budgets and financial results, both investment
income and interest payments matter. Alongside
their market debt and other liabilities, Canada’s
senior governments have financial assets that yield
revenue, such as equity in Crown corporations. The
net amount — investment income minus interest
payments — is the flow that corresponds to the
accumulated surplus or deficit.

Once again, cross-government comparisons
require some notes about differences in presentations.
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Unrecognized Pension Liability: One wrinkle
is that the federal government under-records
the cost of the pensions its employees earn while
they are working.!® That understatement creates
an unrecognized pension liability, which the
government brings into its annual results with a
delay, amortizing it as the date when the actual
pension payments occur gets closer. Before 2019/20,
it included that amortization as part of its annual
compensation costs, but since then, it has shown
it as a separate item, below an “operating” deficit
calculated without it. We add the amortization of
the pension liability to federal debt servicing costs,
since it reflects an obligation akin to debt that is
more expensive to discharge than the government
initially reported.'®

Other Wrinkles: A second wrinkle is that the
government of the Northwest Territories shows
projected interest expense in its budget, but does
not report it separately in its financial statements
after year-end.'” So we cannot compare its interest
expenses from year to year, or to projections.

A third wrinkle is that Nunavut does not
separate out investment income in its budget.
Nunavut’s investment income is included in its
own-source revenue, so we do not have comparable
numbers for Nunavut.

Table 6 shows the changes in investment income
and interest payments for all the governments

that published the relevant numbers, as well as the
difference between them: net investment income
(a version of this table with the dollar amounts
is in the online Appendix). Again, figures for
governments with accounting discrepancies are
italicized, and figures for governments without
suitable baseline budgets are in gray-shaded cells.

Investment Income: The provinces and territories
generally reported lower investment income in
2020/21. Seven of the 13 reported lower investment
income than in the previous year. Eight of the nine
for which we can make the comparison reported
investment income lower than projected — not
surprising in a year when lack of demand for credit as
well as central bank liquidity injections kept interest
rates very low and a weak economy hurt the financial
performance of Crown corporations.

The federal government’s investment income
in 2020/21 was worse than low. Instead of the
revenue of $7.5 billion reported in 2019/20, or
the revenue of $9.2 billion projected in the 2019
Update, it reported a negative figure of $8.4 billion
— hence the remarkable negative changes and
variances of about 200 percent.'® This unusual result
reflects investment losses incurred by the federal
government when the Bank of Canada, which is
wholly owned by the government, purchased federal
government bonds on the market as part of its
quantitative easing program at yields significantly

15 Recording pension costs as they accrue requires a discount rate to reflect the fact that the payments will occur in the future.

16
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18

'The appropriate discount rate in that calculation would match yields on the government’s bonds — similarly secure future
payments it must make. But Ottawa uses a higher discount rate when reporting its annual compensation costs, which
understates those costs when they are recorded. See Robson and Laurin (2020) for more discussion of this point.

Adding net actuarial losses in Ottawa’s pension plans to its debt servicing charges is a rough-and-ready approach, but

a more comprehensive allocation of these costs, which would involve revising the debt servicing charges themselves to
reflect the fair value of the pensions (Laurin and Robson 2020) is not something a typical user of government budgets and
financial statements can do.

Readers who are experts on comparative fiscal numbers may know that the Fiscal Reference Tables produced by the federal
department of finance show interest payments for the Northwest Territories. The source for those figures appears to be the
government of the Northwest Territories’ estimates. Since we use budget projections and their equivalents in this report, we
do not include those here.

Table A6 in the online Appendix shows the dollar amounts.
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below their face value. Essentially, the government
was buying back its own debt at a premium,
resulting in a $19 billion write-off.

Debt-Servicing Charges: Turning to interest
payments, 2020/21’s results relative to 2019/20’s
results and to 2020/21’s projections are a mixed
bag. In some cases, the low interest rates that
prevailed during the pandemic dominated the
result; in others, the higher debts run up over the
year dominated. Among the 13 governments for
which we can compare 2020/21 to 2019/20 (not
the Northwest Territories, which does not report
interest expense), seven reported lower payments in
2020/21, and the average across all the governments
was a decline of 2.6 percent. Among the nine
governments for which we can compare 2020/21
results to projections (not Newfoundland and
Labrador, PEI, New Brunswick, Saskatchewan or
the Northwest Territories), five overshot and four
undershot, with the larger undershoots producing a
negative all-government average.

As for the net number — debt-servicing costs
minus investment income — gaps in the data mean
we can only make full comparisons with previous
results and projections for eight provincial or
territorial governments. (For this comparison,
we scale to 2019/20 expenses to avoid distorted
percent changes from numbers close to zero.) Most
of those eight did worse than projected, with the
average provincial/territorial shortfall coming in
at 1.0 percent of 2019/20 expenses. Ottawa yet
again stands out: thanks to its negative investment
income, its net debt servicing charges in 2020/21
were higher than its gross debt servicing charges.
'The deterioration in its net investment income was
equal to about 4.5 percent of its 2019/20 expenses,
and fell short of projections by an amount equal to
5.4 percent of its prior-year expenses. Averaging
across all nine governments for which we can
make the comparisons, net investment income was
lower in 2020/21 than in 2019/20, and worse than
projected by 1.6 percent of 2019/20 expenses. The

influence of higher accumulated deficits outweighed
the influence of lower interest rates.

Variances in Bottom Lines by Government

Finally, we turn to the variances between fiscal
plans and results on the bottom line. How did the
surpluses or deficits prefigured in budgets and other
projections compare to the reported changes in
accumulated surpluses or deficits during 2020/21?

We already explored the variances between
the changes governments projected and reported
in their revenues and expenses and bottom lines,
expressed in percentages. That gave a flavour of the
variances — mostly negative, often spectacularly so.
Table 7 also shows the numbers in levels — a closer
inspection justified by two considerations.

One reason is simply that changes in
governments’ accumulated surpluses or deficits
matter so much. Governments’ net worth reflects
their capacity to deliver services in the future, which
COVID markedly affected.

Beyond that point of emphasis is a point of
substance. A government’s projected surplus or
deficit may not accurately prefigure the change in
its accumulated surplus or deficit. Governments’
financial statements often include adjustments
below the annual surplus or deficit, reflecting
changes in their accumulated surpluses or deficits
beyond those reported in their statements of
operations.

'These below-the-line adjustments have
justifications, such as when they report gains or
losses related to a Crown corporation operating at
arm’s length. But they are a challenge for legislative
control of public funds, since legislators cannot
see nor vote on them ahead of time (Robson and
Dahir 2022). So in addition to the variances in
surpluses or deficits, Table 7 includes any below-
the-line adjustments, and shows the total change in
governments’ accumulated surpluses and deficits in
relation to the fiscal plan.



V/N
V/N
801~
ey
S99 ¥ST
I's- err-
vl 1l
G'8- €10°S-
8'LT- LLEOT-
1°8- STTT-
0'6- 965°T-
T'v- 0€89-
€¢- LyL'E-
9°¢ €5¢
(4% L6€-
V/N V/N
V/N V/N
$'C8- 98C66C-
sasuadxsy
0c/610C suoyjrut §
Jo quaruag
Querre

T'TT-
0°S-
STI-
V-
8L S81
L't 06
LT o
1°8- 98L‘y-
'6C- L8TLI-
L= 9/TT-
€01~ 918T-
T's- 0€5€T-
6'0- 810°T-
Sy Iy
8'¢C- e
80 LT
SLT- €811~
06~ 98€°LTE-
sasuadxsy
0c/610C suoyput §
Jo quaisg
aduey)) [e30],

90

90

90

90

00 0

00 0

1°0- (&

1 89

¥'0- S¢e-

€0- 6~

/! 10€

L1 v18°C

8'C 80T°¢

¥'0 L€

00 0

0T €C

10 6

10 949

sasuadxsy
0c/610C suotjjiut §
Jo quariag
syudunsnipy

Jur] oY) Mo[ag

“SJunoddoe u..n—n—zm pue wuwwﬁqy@ WOIJ SUOTIE[NOED SIOINY/ $0IN0G

“Sununodoe 193pnq JUSISUOIUT AJEJIPUT SIT[EIT UT SAINGT{ “103pNq ()77 SUIWUILA0S oY) UBY) IOYI0 dUT[aseq (TTAQD-23d & 91ed1pur [0 papeys-Aeisd ur sarn3iq 910N

"IN PU® Ad 1d20x9 JuowuIan03 oea 10§ saueyd Jo so8e1oae pa1ySramup) ,

L'11-
9°S-
1°Ct-
0°s-
8L S81
14 06
6C (44
€6~ 891G~
162~ 79691~
vL- LTTT-
0°CI- L1T°C-
0°0T- #0¥‘9T-
L= 92T Y-
(4% 601
8'C- e
€0- 9-
9°LT- T6¥T-
€06~ 6TLLTE-
sasuadxsy
0c/610C suogjjiut §
Joquaaag
Y/
snjding renjoy

V/N
V/N
L°0-
1°0-
€ 1€
6 £oc
€1 0¢
70 L
LTI- 0189-
€0 6%
Cl- 0ce-
T'tv- 0029~
144 6CLT
60 6
¥°0 SS
V/N V/N
V/N V/N
L= 00T°‘8¢-
sasuagxsy
0¢/6I0C suoyjrut §
Jo quaiag
Y/
snjding pajoaforg

v .1/d/d

v 1/d
LIqeredwon
L/d/A

Slqeredwo) 1/d
sageroay parySromun)
NN
AN
X
o4
qav
AS
qdN
NO
00
aN
SN
ad
"IN
[e19pa,

SJUIWUIIAO0T)

1¢C \ONON Ut S1yo(J 10 wOwﬂ-ﬁnﬁHﬂ-m PRig[nuundoyy ut wowﬁﬁwﬁ—o ey SNSIIA .vaHUO_.OHAH 4 Oﬁ@&rﬁ




" C.D. HOWE INSTITUTE

20

Although the size of the deficits projected by
the federal government and Alberta make the all-
government average slightly negative — 0.7 percent
of 2019/20 expenses — most of the 12 governments
for which we have useable numbers (not PEI or
Newfoundland and Labrador) projected surpluses
in 2020/21. Except for New Brunswick and
the territories, all of them reported deficits. The
provincial/territorial average deficit was 5.0 percent
of 2019/20 expenses, and the federal government’s
enormous deficit — equal to more than 90 percent
of its prior-year expenses — pushes the average of
all the government providing comparable numbers

down to 12.1 percent.
'The below-the-line adjustments in 2020/21

mitigated that result. They were positive for eight of
the 11 governments that reported such adjustments,

producing an average boost to bottom lines equal to
0.6 percent of 2019/20 expenses.

Notwithstanding those boosts, nine of the
14 governments reported deteriorations in their
accumulated surpluses or deficits in 2020/21.
As noted already, the all-government average
deterioration equaled about 11 percent of 2019/20
expenses. The net impact of smaller than usual
revenue overshoots, larger than usual expense
overshoots, worse net investment income and a
boost from below-the-line adjustments was a sharp
deterioration in net worth compared to 2019/20 —
one that exceeded average projections by about the
same amount.

HIGHLIGHTS AND DISCUSSION

Our discussion of the gaps and discrepancies in
governments’ financial presentations highlights
some obstacles to assessing the fiscal impact of
COVID. Aside from the inevitable problems of
establishing plausible pandemic-free baselines, the
information governments provided about their

plans for 2020/21 was inadequate.

IMPACT OF COVID ON HEALTH
EXPENSES

In the first full pandemic fiscal year, 2020/21, the
impact of COVID on expenses in general, and on
health expense in particular, is naturally a top-of-
mind question. Governments spent a lot more than
they did in the previous year and a lot more than
they projected. What did they spend it on, and to
what effect?

Our goal in this report has been to rely on the
key documents legislators use, and in understanding
what happened in 2020/21, the public accounts
would ideally be an adequate source of information.
Since governments’ disclosure of COVID-related
expenses in their 2020/21 public accounts was
uneven, however, we consult two other sources.

Table 8 shows spending on health in 2019
and 2020 as calculated by Statistics Canada’s
Canadian Government Finance Statistics program
in its Canadian Classification of Functions of
Government (CCOFOG) compilation, and the
percent changes between them.

These numbers differ from those underlying
Table 5 and in online Appendix Table A5
for several reasons. The CCOFOG counts
healthcare spending by the federal government
more narrowly than the federal public accounts,
eliminating Health Canada transfers to the
provinces to avoid double counting. To facilitate
comparisons among governments with different
sub-jurisdictional arrangements, the CCOFOG
consolidates all entities under provincial/territorial
jurisdiction, notably health and social service
institutions, municipalities and other local public
administrations. In addition, as noted above,
Quebec, Yukon and the Northwest Territories
aggregate health and other social services in their
public accounts, so the CCOFOG numbers for
them are smaller than those in Table AS.

Using the CCOFOG tally for the provinces

and territories slightly lowers the average change
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Table 8: Health Spending in the Canadian Classification of Functions of Government

Sources: Authors’ calculations from public accounts and Statistics Canada.

in health spending from 2019 to 2020 for those
governments to around 9 percent. The CCOFOG
shows smaller percent increases in health spending
than the public accounts for half the provincial
and territorial governments — PEI, Nova Scotia,
Quebec, Alberta, Northwest Territories, and
Nunavut — and larger percent increases for the
other half of provincial and territorial governments
— Newfoundland and Labrador, New Brunswick,
Ontario, Manitoba, Saskatchewan, British
Colombia, and Yukon. The CCOFOG’s narrower

definition for the federal government produces a

Ratio of
CCOFOG  Percent change
| 9 | | i | Fm | wnaie |uGioos
expenses in Accounts
2020
$ millions Percent Ratio Percent
Federal 5,374 7,915 2,541 47.3 0.87 -21.7
NL 3,331 3,521 190 5.7 1.08 1.0
PE 756 806 50 6.6 1.01 -0.3
NS 5,470 5,704 234 4.3 1.09 -3.4
NB 4,357 4,619 262 6.0 1.41 3.1
QC 40,910 49,385 8,475 20.7 0.93 -0.7
ON 66,250 75,863 9,613 14.5 1.09 5.5
MB 7,628 8,367 739 9.7 1.19 1.8
SK 6,099 6,442 343 5.6 1.02 0.9
AB 22,677 23,885 1,208 5.3 1.00 -1.4
BC 24,324 26,965 2,641 10.9 1.05 1.7
YK 360 404 44 12.2 0.79 2.2
NT 658 703 45 6.8 0.93 -1.6
NU 608 666 58 9.5 1.07 -0.2
Unweighted Averages
P/T All 9.1 1.05 -0.9
F/P/T All 11.8 1.04 1.8

smaller percent increase for it — 47 compared to less

than 70 using the public accounts.

A second source of health-spending data is the

annual National Health Expenditure (NHEX)
Survey from the Canadian Institute for Health
Information (CIHI). The CIHI numbers on health

spending also differ in several ways from those

underlying Table 5 and appearing in Table AS5.

'The NHEX uses calendar years: combining one-

quarter of governments’ expenses from the fiscal

year covering the January-March period with

three-quarters of their expenses from the fiscal
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year covering the April-December period. The
NHEX tries to measure on a consistent basis across
governments that allocate healthcare responsibilities
differently between the provincial government itself,
and social service agencies and municipalities.

Unlike the CCOFOG, the NHEX survey
measures healthcare spending by the federal
government more broadly than the federal public
accounts, which tally expense under Health Canada.
The NHEX survey includes direct health spending
by other departments, including spending on
particular groups such as the military and First
Nations, as well as direct federal spending on
health research, protection and promotion. Like the
CCOFOG, the NHEX shows smaller numbers for
the governments that include other social services
with health in their public accounts: Quebec, Yukon
and the Northwest Territories. Helpfully, recent
NHEX compilations have attempted to isolate
spending on COVID from other health spending.
Table 9 shows spending on health from the NHEX
in 2019 and 2020 by government, and shows the
growth rates including COVID-related spending
and without it.

Among the provinces and territories, the average
change in health spending from 2019 to 2020
calculated from the NHEX is only slightly higher
than the change calculated from the public accounts
— 8.8 percent rather than 8.4 percent.

Pandemic Health Spending: The NHEX’s
breakout of COVID-related spending should shed
light on the contribution of COVID to overall
health spending growth — and, by subtraction,
shed light on what happened to non-COVID-
related spending across the governments in 2020.
The NHEX numbers show that COVID boosted
the average increase in health spending across the
provinces and territories by 6.3 percent. That is not
a remarkable average, but the range — stretching
from an almost imperceptible 0.9 percent COVID-
related boost to health spending in PEI to a colossal
19.2 percent boost in Quebec — cries out for
explanation.

Non-Pandemic Health Spending: As for
non-COVID-related health spending, these
numbers suggest that the average increase across
the provinces and territories was 2.5 percent in
2020. Again, while the average seems reasonable,
the range is oddly wide. Non-COVID spending
apparently fell in Yukon and Nunavut, rose by little
or nothing in Newfoundland and Labrador, New
Brunswick, Saskatchewan and Alberta, and rose
more than 5 percent in Ontario, British Columbia
and the Northwest Territories.

Table 9 reproduces from Table 5 the percentage
increase in health expense prefigured in the
budgets or projections of the governments that
provided such numbers before COVID struck.
Notwithstanding the differences in measurement,
the NHEX tallies are mostly close enough to
the public accounts totals to let us compare the
NHEX's increases in non-COVID-related health
spending to the projections from governments
that provided useable figures. This approach
also suggests a wide range of responses. Some
governments appear to have managed growth rates
in non-COVID health spending close to their
projections — in Alberta’s case, identical to them. In
other cases, and reflected in the unweighted average
across the provincial and territorial governments,
growth in non-COVID-related health spending
was less than projected, suggesting a diversion
of resources from other health services, as in the
cases of Quebec, Yukon and Nunavut. Ontario
is a notable case of the opposite, with growth in
non-COVID-related spending well beyond what
it projected. The federal government’s pre-COVID
projections did not isolate health spending so we
can make no meaningful comparison for it.

To repeat, we resort to the CCOFOG and
NHEX numbers because the information in
governments’ public accounts on health spending
was so uneven and health spending is a key area
of interest in a crisis such as COVID. Legislators
did not have these sources, and ideally should not
need them. Budgets and public accounts that were
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more timely and complete would have helped
them understand, and approve, or not, their own
governments’ responses, without seeking and
waiting for other compilations.

Does Varying Experience with COVID Explain

Differences among Governments?

Did the contrasting fiscal experiences of provincial
and territorial governments reflect differences in
factors such as lower economic activity due to
spontaneous reactions and official restrictions, and
the number and severity of COVID infections? A
comprehensive account of the interplay between
pandemic, economic and fiscal factors is beyond the
scope of this paper (see Di Matteo 2022 for more
on this), but we can scan a few summary indicators.

On the revenue side, we might expect lower
economic activity to correlate with declines in
own-source revenue and/or shortfalls in own-source
revenue relative to projections. We use real GDP
and employment to check that — GDP because it is
a more comprehensive measure that correlates with
governments’ tax bases, employment because we can
use monthly figures to get measures that match the
fiscal year." In several provinces and territories, we
see the expected correlation (Figure 1).

Manitoba’s experience is perhaps most in line
with what we might expect, with declines in
GDP, employment, and a shortfall in own-source
revenue between 4 and 5 percent. Newfoundland
and Labrador, Saskatchewan and Alberta, suffered
relatively large declines in GDP and employment,
and experienced relatively large declines in revenue
— though in Alberta’s case, revenue out-performed
gloomy projections. Quebec and Ontario were also

quite hard hit economically, but their own-source
revenues, though below projections, were up year-
over-year.

On the spending side, it is less clear what to
expect. Extraordinary public-health measures might
produce a negative correlation between expenses
and COVID?’s severity. Or more severe COVID
might produce more health spending. Figure 2
shows two measures of severity — cases and deaths
relative to population — alongside changes in
health expense between 2020/21 and 2019/20, and
variances between projected and actual changes
in health expense (where we have projections).
Cases and mortality data are cumulative cases and
deaths since the start of the pandemic until the
last observation in the 2020/21 fiscal year, from
the Government of Canada’s weekly COVID-19
epidemiology update.

'The picture is indeed mixed. COVID hit Quebec
harder than any other province, as measured
by cases and deaths. That seems a reasonable
explanation for Quebec’s big increase in health
expenses, and country-leading over-run relative
to projections. The experience from Ontario west,
however, shows no obvious correlation between the
severity of COVID and the increases and over-runs
in health expenses. The Atlantic Provinces are in
a different category altogether, with much lower
rates of morbidity and mortality from COVID, but
similar magnitudes of health expense increases and
overruns. It is asking a lot of public accounts data
to help legislators figure out if, say, the Atlantic
Provinces succeeded in containing COVID better
with their health-expense increases. But these
documents are a key source, and it would be better
if governments themselves had provided more

19 For GDP, we have no quarterly figures for provinces and territories, so we use calendar 2019 and calendar 2020. For

employment, we use the average levels of employment during the fiscal years — that is, April 2019 to March 2020, and April

2020 to March 2021.
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Figure 1: Changes in GDP and Employment versus Changes and Variances in Own-source Revenues,

by Province or Territory, percent

1
GDP Employment Own-Source Revenue Actual
vs Projection Growth
10 Rate Variance
5
0 I I I I I |
-5 | | I ‘
-10
-15 NL PE NS NB QC ON MB SK AB BC YK NT NU

Notes: Governments for which we can make no comparison have no bar.
Sources: Authors’ calculations from Statistics Canada, budgets, and public accounts data.

Figure 2: COVID Cases and Mortality versus Changes and Variances in Health Spending by Province

or Territory, percent

| 1
Cases per 500 Deaths per 100,000 Health Spending Actual
(left scale) (left scale) versus Projected Growth
Rate Variance
(right scale)
140 25
120 20
100
15
80
60 10
40
) ‘ | | I
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Note: Governments for which we can make no comparisons have no bar.

Sources: Authors’ calculation from Health Canada, budget and public accounts data.




" C.D. HOWE INSTITUTE

26

comprehensive accounting of the fiscal impact of

COVID and their responses.

Strangely Buoyant Revenues

Notwithstanding shortfalls relative to own-
source revenue projections in some provinces and
territories — a contrast to the historical pattern of
revenue under-projections — and the decline in the
tederal government’s revenues, a striking feature
of 2020/21 is the robustness of revenues overall.
Revenues were higher in 2020/21 for 10 of the 14
governments. Own-source revenues were sharply
lower in the resource-dependent provinces, but not
in most others — the federal government’s transfer
payments to individuals and businesses supported
nominal income and spending, and boosted
provincial/territorial tax bases. Federal direct
transfers to these governments also made a huge
difference, turning what would have been year-to-
year declines into increases for four of them.

'The importance of indirect and direct federal

support to provincial and territorial governments in
2020/21 merits emphasis because so much of it was

temporary. The federal government was only able
to borrow as much as it did during the pandemic
because the Bank of Canada bought the greatest
part of the bonds it issued. With the resulting
liquidity having pushed CPI inflation more than 6
percentage points above the 2 percent target agreed
between the government and the Bank, the Bank
has stopped buying federal bonds and is letting

its existing holdings mature. Inflation continued
to boost nominal incomes and spending, and
therefore tax revenues, in 2021/22 (Sondhi 2023),
but a return to 2 percent inflation and a weaker
economy will likely produce at least a couple of
years of revenue growth in low single digits. In a

sense, some of the revenue shortfalls we might have

expected when a pandemic stunted or shut down
large parts of the economy are still to come.

Varying Increases in Non-Health Expenses

Changes in program expenses other than health
across the governments call out for investigation.
Two governments — New Brunswick and Alberta
— reported lower non-health program expenses

in 2020/21 than in 2019/20. Among the nine
governments for which we can compare results

to projections, three — Nova Scotia, Quebec and
Nunavut — undershot their non-health program
expense projections. That might indicate that they
diverted resources to COVID while trying to stay
closer to their overall fiscal frameworks. Other
governments — notably Ontario, Manitoba and
British Columbia — reported non-health program
expenses sharply higher than both the previous year
and projections.

Because the federal government’s 2019 Fall
Update projections did not show health expenses,
we have no exact figure for its overshoot of non-
health (and non-transfer) program expenses. But the
increase — these expenses almost doubled in 2020/21
— was so colossal that we can estimate its magnitude
without knowing the exact amount. The federal
government overshot its projected expenses on items
other than interest, intergovernmental transfers
and health by more than $230 billion. Parliament
played virtually no role in overseeing or approving
this spending. Although the federal government
at first issued weekly bulletins on disbursements
through the Canada Emergency Wage Subsidy,
these reports ceased in late 2021, and no comparable
reports on that program’s successors or other support
payments occurred (Brethour 2022). Not even the
finance minister, let alone parliamentarians, knew in
advance what the prime minister would announce
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the next day.*® Amid the governments that showed
double-digit increases and overshoots in non-health
spending, the federal government stands out both for
the amounts, and for sidelining Parliament.

The Hidden Cost of Servicing Higher Net Debt

Another important feature of the fiscal experience
of Canada’s senior governments in the pandemic
year was their weak net investment income. Despite
rock-bottom interest rates and the Bank of Canada’s
purchases of debt, four of the nine governments

for which we can make the comparisons undershot
their projections due to some combination of higher
than projected interest payments and lower than
projected investment income.

'The weakness in the federal government’s net
investment income merits particular attention.
Focusing on interest payments alone masks the
extent to which ballooning debt aftected the
federal budget in the pandemic year. As previously
mentioned, the Bank of Canada’s acquisition of
federal government bonds on the market resulted
in a significant markdown and negative investment
income. The Bank financed those purchases using
settlement balances, incurring interest costs at
the overnight rate. During the pandemic year,
the overnight rate was so low — the Bank’s target

was 0.25 percent — that the yields on the bonds
exceeded the financing cost, producing a profit for
the Bank. If the overnight rate had remained near
zero, the profits made by the Bank and remitted to
the government could have slowly compensated for
the one-time balance-sheet markdown. However,
the recent, successive hikes of the target overnight
rate mean that the Bank of Canada will pay more in
financing costs than it gets on the bonds, meaning
losses for the Bank and lower investment income
for the government in the future (Tombe and Chen
2023; Ambler, Koeppl and Kronick 2022).

'The results for gross interest payments suggest
that some governments paid less to service their
debt in 2020/21 than they had the year before or
than they projected. But net investment income,
the appropriate flow to set against the stock of net
debt, reveals that the costs of higher borrowing
outweighed the savings from lower interest rates even
in the pandemic year — a sign of things to come.”!

Gaps in the Numbers
An overarching theme of this review of COVID’s

impact on the finances of Canada’s senior
governments — arguably as important as any of the
observations we have made on revenues, expenses
and accumulated surpluses or deficits — is the lack of

20 Then finance minister Bill Morneau relates how the Prime Minister’s Office (PMO) overruled initial decisions about the
appropriate amounts for the Canada Emergency Response Benefit and the cost of the Canada Emergency Wage Subsidy

to announce bigger numbers that “sounded good.” Morneau comments: “This became our daily routine: address a problem

... debate the best alternative with our team and the PMO, reach the conclusion that made the most sense under the

conditions, submit it to the Prime Minister and the PMO .

.. and then discover that the decision announced by them to

the public was framed according to the impact the PMO believed it would make on the daily news cycle” (Morneau 2023,

pp- 237-42). If staffers are making spending decisions without the knowledge of the finance minister, it is hard to see how

elected members are playing any effective role in overseeing public funds.

21 In commenting on the inadequate attention to the longer-run in governments’ post-pandemic positions, Laurin and

Drummond (2021) remark: “Our baseline scenario shows the federal debt burden on an upward long-run drift with the

debt ratio reaching 60 percent by 2055.... The combined federal/provincial net debt ratio could reach over 140 percent

under our baseline scenario, and almost 100 percent even under the more favourable budget scenario. As such, recent federal

and provincial budgets amount to ‘rolling the dice’ on Canada’s future.”
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relevant information. The first pandemic fiscal year
2020/21 highlighted gaps in the formal processes of
accountability and in the timeliness, completeness
and reliability of the information governments
provided to legislatures and the public.

Nova Scotia, New Brunswick, Quebec,
Manitoba, Alberta, British Columbia, Yukon, the
Northwest Territories and Nunavut presented
timely budgets for 2020/21. But Ontario,
Newfoundland and Labrador, Saskatchewan and
Prince Edward Island did not, and the federal
government produced no budget at all.

For a review such as this, resorting to previous
fiscal updates to get projections for 2020/21 in
the cases of the federal government and Ontario,
and using other proxies for such projections in the
case of Saskatchewan, is more complicated to do
and explain than is ideal. But those frustrations
are small compared to the larger issue: namely that
elected representatives in the legislatures concerned
had no opportunity to approve spending before the
fiscal year began. An egregious attempt to escape
legislative scrutiny was the federal government’s
late-March 2020 draft bill to give cabinet authority
to spend, levy new or increased taxes, and borrow
without parliamentary approval (Stephenson and
Connolly 2020). Although the resulting uproar led
the government not to proceed with that proposal,
it did not present a budget in 2020 — a deeply
troubling precedent.

Federal members of parliament were in a
particularly a weak position to understand the
fiscal implications of economic developments and
measures the federal government undertook during
the pandemic. But in many other jurisdictions —
notably Prince Edward Island and Newfoundland
and Labrador, for which we could find no
projections for 2020/21 at all - legislators did
not have numbers sufficient for even a superficial

understanding of COVID’s impact.

'The variable and generally thin information on
COVID’s impact in the senior governments’ public
accounts means that legislators were poorly briefed
even well after the fact. After a crisis, Canadian
citizens and legislators should have insight into
its impact on public finances and how their
governments reacted. Without that, they cannot
evaluate the responses to the event, nor learn how
to respond better to a future crisis.

'The C.D. Howe Institute’s most recent report on
the quality of these documents from the 14 federal,
provincial and territorial governments (Robson
and Dahir 2022) awarded grades in the A range
to only two: Alberta and Yukon. Our attempt to
outline, even at a high level, the fiscal developments
during the pandemic year highlights additional gaps
— notably with respect to the time horizons and
detail in fiscal projections — that legislators in all
jurisdictions should work to fix.

FISCAL ACCOUNTABILITY POST-
COVID

Although our understanding of the longer-term
impacts of the pandemic on health, the economy
and public finances is still incomplete, they appear
to be almost uniformly and strongly negative.
COVID’s impact on health and human capital
formation?? will increase demand for health and
other government services and lower government
revenues — effectively accelerating a long-term
demographic squeeze on government finances
(Mahboubi 2019). Moreover, some technological
changes the pandemic accelerated may affect
governments’ ability to collect revenue: more
online commerce and remote work will challenge
the collection of consumption and income taxes
(Agrawal and Biitikofer 2022).

These challenges will increase the need for
legislators and the Canadians they represent

22 Agrawal and Biitikofer (2022) reference research from the Netherlands and Belgium. Halloran et al. (2021) document how
loss of in-person instruction adverse affected minority and low-income students in the United States.
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to monitor the capacity of their governments

to finance services. While many of the formal
mechanisms of accountability exist in Canada,
the projections in the budgets and fiscal updates
of Canada’s senior governments have consistently
under-projected revenue and spending, suggesting
that legislators were not getting reliable
information, and did not demand better.

The COVID-19 crisis highlighted some
particular problems. The coincidence of the
pandemic starting toward the end of the 2019/20
fiscal year highlighted the difference between
governments that presented timely budgets and
those — the no-budget federal government worst of
all, but also Newfoundland and Labrador, Prince
Edward Island, Ontario, and Saskatchewan — that
did not. Future engagement by legislator and the
public, and improved accountability for budget
presentations and outcomes, will be greater if all
senior governments present budgets before the end
of February.

It also highlighted deficiencies in the way some
governments report their revenues and expenses.
Governments should show returns on investment as
a distinct category of revenue. Governments should
show the cost of servicing their liabilities, market
debt and other liabilities such as pensions, as a
distinct category of expense — not show some items
separately from expenses as the federal government
does with some of its pension costs, or leave interest
costs out of its public accounts, as the Northwest
Territories does. A useful supplementary table in
the public accounts could show both investment
income and debt servicing costs, provide a net
number, and show how it relates to the accumulated
surplus or deficit.

Governments should show gross revenue and
expenses, not netting some expenses against
revenues as the federal government does with the
GST credit. Governments should show key items
in detail in their projections, including transfers of
all kinds and spending on major programs such as
healthcare.

Legislators, including legislators aligned with
government parties, need to be more aggressive in
scrutinizing expenses both before and after they
are incurred. The federal government’s reopening
of its books after the federal auditor general had
already signed off to back-date about $10 billion
in spending is a dismaying bookend to a year that
started with no budget, underlining the extent to
which legislators lost their will and ability to act as
stewards of public funds in 2020/21. The dearth of
systematic numbers on COVID’s fiscal impact in
public accounts showed that governments did not,
in general, provide information commensurate with
the scale of a crisis unlike anything Canada has
experienced since the Second World War.

If legislative control over public money is to be
more than a fiction, legislators need to exert their
powers more, notably in demanding better fiscal
transparency and accountability. Budgets should
precede the start of the fiscal year, and provide the
detail legislators require to understand the fiscal
plan. Public accounts with financial statements
should appear promptly after fiscal year-end, and
provide the information needed — as too many
governments’ public accounts for 2020/21 did not —
to understand variances from plans, and how major
events such as COVID affected those outcomes.

COVID?s fiscal impact has raised the stakes.
More than ever, legislators and voters should
demand that Canada’s federal, provincial and
territorial governments improve their budgeting
processes and their transparency about how well,
or badly, they fulfill their budget commitments.
'The pandemic prompted increases in expenses that
will persist for years and increases in debt that will
persist for decades. Legislators and voters should
demand more timely and complete fiscal plans, and
better accounting for success or failure in achieving
them, in the future.
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