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Highlights
v The global economy has begun to stabilize after undergoing a

deep and synchronized recession, which stemmed from the worst
global financial crisis since the 1930s.

v/ With support from the extraordinary measures in Canada’s
Economic Action Plan, the Canadian economy has started
to recover.

v/ Canada has weathered the global recession better than all other
major industrialized countries, reflecting several important
financial, economic and fiscal strengths.

v/ Canadian labour markets have fared much better than in the U.S.,
where job losses to date have been proportionately more than
three times as large as in Canada.

v Domestic demand in Canada has also rebounded more strongly
than in all other Group of Seven (G7) countries since the
beginning of 2009.

v While unemployment remains a concern, the rise in the
unemployment rate has been smaller than was initially forecast
by private sector forecasters.

v' The Department of Finance conducted a survey of private sector
forecasters in December 2009. In early February, private sector
forecasters met with the Minister of Finance to discuss the
economic forecast from the survey as well as the risks associated
with that forecast.

v/ The average private sector economic forecast from the
December 2009 survey forms the basis of the Government’s
fiscal planning.

v The use of private sector forecasts introduces an element of
independence into the Government’s economic and fiscal forecast.

This chapter incorporates data available up to and including March 1, 2010, unless otherwise
indicated. All rates are reported at annual rates unless otherwise noted.
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Over the short term, the average private sector economic
forecast has improved somewhat since the September 2009
Update of Economic and Fiscal Projections. Private sector
forecasters expect the Canadian economic recovery to build
momentum through 2010.

Private sector forecasters have not materially changed their
medium-term outlook since the September Update. Over the
medium term, the level of uncertainty surrounding the outlook
has declined since the Update but remains high.

The average private sector forecast from the December survey
provides a prudent basis for fiscal planning.
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Introduction

The global economy has begun to stabilize after undergoing a deep and
synchronized recession, which stemmed from the worst global financial
crisis since the 1930s. Since then, global financial markets have improved
and confidence is returning, leading to a tentative resumption of global
economic growth.

Reflecting these positive developments, together with the impact of
Canada’s Economic Action Plan and significant monetary policy stimulus,
economic activity in Canada has also strengthened. The near-term

outlook has improved since the Government’s September 2009 Update

of Economic and Fiscal Projections. Both gross domestic product (GDP)
and employment have increased, and private sector economists continue to
believe that the recovery will gain momentum through 2010. However, the
economic recovery is expected to be modest, and uncertainty surrounding
the economic outlook remains elevated.

This chapter reviews the major global and Canadian economic developments
since the September 2009 Update, describes the private sector economic
forecast that forms the basis for the fiscal projections, and discusses the risks
and uncertainties surrounding this economic outlook.

Financial Market Developments

The global financial crisis of late 2008 and early 2009 resulted in a
pronounced tightening in credit conditions worldwide, which had
significant impacts on global economic activity. Global financial conditions
have improved considerably since early 2009 due to the extraordinary
policy measures introduced by governments and central banks to support
the financial system worldwide. Wholesale borrowing costs of banks have
declined, and spreads between corporate and government bond rates

have narrowed considerably (Chart 2.1). World equity markets have also
rebounded strongly over the past year, with most major benchmark indices
rising between 50 per cent and 65 per cent since March 2009.

While global financial conditions have improved markedly over the past
year, they have yet to fully normalize. In some markets, credit conditions
remain relatively tight in terms of both the availability and price of credit,
particularly at longer maturities.
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In Canada, financial conditions were less affected by the global financial
crisis than in most other countries. Wholesale bank borrowing costs rose
much less in Canada and improved faster than in other countries, while
corporate bond rate spreads remain below those of the U.S. and Europe.
As a result, credit growth in Canada has remained solid, mainly due to
continued strong household credit growth. Business credit growth is
showing some signs of stabilization after decelerating in late 2008 and most
of 2009 due to the impact of the recession on both the demand for and
supply of credit. A continued recovery in bond and equity market financing
shows that businesses have greater access to capital.

Financial market conditions have

improved significantly since early 2009

Chart 2.1
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The U.S. dollar has depreciated by about 10 per cent on a trade-weighted
basis since March 2009 against a broad group of currencies. This, together
with higher commodity prices, has contributed to an appreciation of
about 20 cents in the Canadian dollar relative to the U.S. dollar since the
beginning of March 2009, peaking at US97.5 cents on January 14, 2010
(Chart 2.2). The Canadian dollar has accounted for a large share of the
broad depreciation of the U.S. dollar.

The Canadian dollar has borne the brunt

of the broad depreciation of the U.S. dollar

Chart 2.2
Exchange Rate Contribution to U.S.-Dollar
Trade-Weighted Depreciation
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Global Economic Developments

and Outlook

The global economy began to expand in the second half of 2009, supported
by extraordinary policy stimulus. The policy-induced recovery, in turn, has
led to a recovery in global trade and an end to the inventory liquidation
cycle. Nonetheless, the recovery in most advanced economies is expected

to be weak by historical standards.

The recovery remains fragile in advanced economies. Most of the advanced
economies emerged from recession in the third quarter of 2009, although
the recovery in some countries appears to have stalled in the fourth quarter,
primarily within the euro area. Most major industrialized economies are
experiencing weaker domestic demand growth than overall GDP growth. In
these countries, the economic recovery is led by export growth and an end
to the cycle of inventory liquidation. Canada is unique in that the economic
recovery is being led by strong domestic demand growth.

After having previously contracted for five consecutive quarters, real GDP
in the euro area recorded a second consecutive modest increase in the
fourth quarter of 2009 (0.4 per cent). However, growth in a number of
member countries, including Germany and Italy, was flat or negative in
the fourth quarter. Real GDP grew 1.1 per cent in the United Kingdom in
the fourth quarter of 2009 after having contracted for six quarters. After

a year-long recession, real GDP in Japan has expanded in two of the last
three quarters, including a 4.6-per-cent increase in the fourth quarter.

The economic recovery is strongest in emerging and developing countries,
led by Asian economies, particularly China, where massive fiscal stimulus has
buoyed domestic demand. This in turn has supported a recovery in global
trade. Despite the severe global downturn and the disruption of trade,

the Chinese economy grew 8.7 per cent in 2009, including a 10.7-per-cent
year-over-year increase in the fourth quarter of 2009, the fastest pace in

two years.

Looking forward, the forces currently driving the recovery in advanced
economies are expected to gradually weaken, as positive contributions to
growth from inventories diminish and as the impact of fiscal stimulus fades
toward the end of 2010 and early 2011. A sustained recovery will require
increased support from private sector spending. The International Monetary
Fund (IMF) expects global economic activity to grow by 3.9 per cent in
2010 and 4.3 per cent in 2011, led by developing Asian countries and
China (Chart 2.3).
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The expected rebound is relatively modest compared to previous recoveries,
especially given the sharp drop in output last year. Based on the IMF
outlook, the output lost during the recession is not expected to be recouped
over the medium term. The IMF outlook suggests that the level of global
GDP will be about 7.5 per cent lower in 2014 than it would have been

if pre-recession trends had continued. This loss reflects the view that

the level of activity prior to the crisis was unsustainably high, as it was

based on excessive risk taking, an unsustainably low cost of financing, and

rising leverage.

Modest global recovery led by Asia, but output loss not

expected to be recouped
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United States

Economic growth in the United States has resumed. This follows a peak-
to-trough decline in real GDP of 3.8 per cent, which has resulted in a
record loss of 8.4 million jobs (or 6.1 per cent of U.S. jobs) and left the
unemployment rate at 9.7 per cent, near a 26-year high (Chart 2.4). Real
GDP rose 2.2 per cent in the third quarter of 2009 and accelerated to a
six-year high of 5.9 per cent in the fourth quarter. Final domestic demand in
the U.S. remains weak, growing by only 1.6 per cent in the fourth quarter
and accounting for less than a third of overall growth in the quarter.

The depreciation of the U.S. dollar since March 2009 and the continued
improvement in global growth have supported the U.S. trade sector. In
the fourth quarter of 2009, these developments were accompanied by a
substantial rebound in inventory investment from very low levels, resulting
in significantly stronger U.S. growth than was anticipated by private sector
forecasters in the Department of Finance December 2009 survey.

U.S. recession has led to record

employment losses

Chart2.4

U.S. Payroll Employment Contribution of Final Domestic
Demand to U.S. Real GDP Growth
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However, the unexpectedly strong growth in the fourth quarter has not
significantly altered the quarterly private sector outlook for 2010, since
fourth-quarter growth mainly reflected a large temporary contribution from
inventories. In December, private sector forecasters expected real GDP
growth to average about 3 per cent through 2010, reflecting still-modest
private domestic demand growth, the gradual withdrawal of fiscal stimulus
toward the end of the year, and the winding down of the temporary boost
provided by the end of the inventory liquidation cycle (Chart 2.5).

There remains considerable uncertainty surrounding the U.S. outlook due
to high U.S. unemployment and ongoing deleveraging, as well as large
U.S. deficits and rising public debt.

Modest economic recovery expected in the U.S.

Chart 2.5
U.S. Real GDP Growth Outlook

per cent, period to period at annual rates
6

2009Q4 —»
Actual: 5.9%
Private sector forecast: 3.1%

I Actual
I December 2009 private sector forecast

2008 2009 2009 2009 2009 2010 2010 2010 2010
Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Sources: U.S. Bureau of Economic Analysis; Department of Finance December 2009 survey
of private sector forecasters.

23



* Chapter 2

Canadian Recent Economic Developments

The global recession did not start within Canadian borders. Nevertheless,
the Canadian economy has been significantly affected by the global
economic recession. However, reflecting several important financial,
economic and fiscal strengths, Canada has been able to weather the crisis
better than all other major industrialized countries. Indeed, Canada was
the last G7 country to enter recession. These strengths, together with
the extraordinary measures provided by Canada’s Economic Action Plan,
helped Canada emerge from recession in mid-2009.

The economic recovery in Canada strengthened over the second half

ot 2009, with real GDP increasing 0.9 per cent in the third quarter and

5.0 per cent in the fourth quarter. The resumption of positive economic
growth followed three quarters of negative growth in Canada, beginning

in the fourth quarter of 2008. Over the course of the recession, the level

of real GDP declined by 3.6 per cent—similar to the decline in output that
occurred during the recession of the early 1990s. However, the decline in
Canadian real GDP was virtually the smallest of all G7 countries (Chart 2.6).

Canada has fared better than virtually all other

G7 countries during the global recession

Chart 2.6
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Several factors account for Canada’s ability to weather the global recession
better than most other industrialized countries. First, Canada’s banks and
other financial institutions were better capitalized and less leveraged than
their international peers. In the corporate sector, debt-to-equity ratios were
very low going into the recession and have increased far less than in other
countries since the start of the financial crisis.

In the household sector, net worth relative to personal disposable income
declined significantly less than in many other countries. This reflects the
fact that Canada entered the global recession without the type of major
housing market imbalances that were present in many other advanced
economies at the time, and as a result, Canadian house prices declined
far less than elsewhere.

More recently, there are broad signs of recovery in the Canadian

housing market, with resale housing activity and prices returning back to
pre-recession levels. Canada’s housing market remains healthy and stable. As
recently confirmed by the IMF, our housing market is supported by sound
economic factors such as low interest rates, rising incomes and a growing
population. Moreover, mortgage arrears—overdue mortgage payments—
have remained low both during and after the recession. The Government has
taken proactive steps to maintain the long-term stability of Canada’s housing
market. The rules for government-backed insured mortgages have been
adjusted to help Canadians prepare for higher interest rates, to ensure home
ownership is an effective way to save, and to limit speculation.
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Canada’s strong fiscal situation has been another key source of strength.
With the lowest debt-to-GDP ratio in the G7, the Government has been
able to undertake unprecedented actions to support the economy without
jeopardizing Canada’s long-term fiscal position and causing uncertainty
about future tax increases (Chart 2.7). Unlike other jurisdictions which
will be forced to consider tax increases, Canada will be able to keep taxes
low and to continue with planned tax cuts.

Canada entered the recession with the strongest

fiscal position in the G7

Chart 2.7
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These strengths, together with low interest rates and the substantial

support provided by Canada’s Economic Action Plan, have supported a
recovery of domestic demand in Canada. Since the start of 2009, final
domestic demand in Canada has grown significantly faster than in any

other G7 country (Chart 2.8). The higher level of domestic economic
activity led the resumption of Canadian GDP growth in the second half of
2009. Strong domestic demand growth in Canada was partly offset by a
weak export performance over much of 2009, reflecting weak demand from
our major trading partners, particularly the United States, and the impact of
the appreciation of the Canadian dollar.

Final domestic demand in Canada grew significantly

faster than in any other G7 country over 2009

Chart 2.8
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The recovery of domestic demand in Canada has been broad-based and
provides strong evidence that the Economic Action Plan is working.
Growth in real consumer spending on goods and services averaged more
than 3.5 per cent over the second half of 2009. Residential investment has
also rebounded strongly, supported by the Home Renovation Tax Credit,
increasing 9.5 per cent in the third quarter and 29.7 per cent in the fourth
quarter, following double-digit declines at the onset of the recession. These
developments have been accompanied by a swift recovery of consumer and
business confidence to historical norms (Chart 2.9).

Consumer and business confidence

have rebounded sharply over the past year

Chart 2.9
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The Economic Action Plan has also substantially increased funding for
infrastructure. Government investment in infrastructure increased by

25.1 per cent in the third quarter—the largest increase in nearly a decade—
and 16.3 per cent in the fourth quarter, contributing significantly to the
broader recovery of domestic demand. A more detailed analysis of the
impact of the Economic Action Plan on the Canadian economy is presented
in Annex 1.
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The price of Canadian-produced goods and services has also rebounded
from the lows of early 2009, increasing by 3.4 per cent in the third

quarter and 4.5 per cent in the fourth quarter. These increases have largely
reflected a recovery of Canada’s terms of trade, as world prices for Canadian
commodities have rebounded after declining sharply during the global
recession. These price gains, combined with an increase in the volume of
output in the last two quarters, led to a rebound in nominal GDP growth.
After three consecutive quarters of decline, nominal GDP increased by

4.3 per cent in the third quarter and 9.8 per cent in the fourth quarter.

Reflecting the improved economic performance of the Canadian economy
over the second half of 2009, labour market conditions have improved
markedly since early 2009. In particular, over 135,000 jobs have been
created in Canada since July 2009. As a result, the unemployment rate

has declined modestly from the peak of 8.7 per cent reached in mid-2009.
However, at 8.3 per cent in January 2010, the unemployment rate remains
of concern.

The Economic Action Plan is on track to meet its

objective of maintaining or creating 220,000 jobs

One objective of the Economic Action Plan was to maintain or create
220,000 jobs by the end of 2010. The Action Plan is on track. In the
first year of implementation, an estimated 130,000 jobs have been
created or maintained as a result of the Economic Action Plan. In
addition, over 160,000 Canadians are benefiting from the work-sharing
program (see Annex 1). Overall, this has contributed to the net creation
of over 135,000 jobs recorded in Canada since July 2009.

Canada’s labour market performance has been significantly stronger than
in the United States (Chart 2.10). Since the start of the U.S. recession in
January 2008, employment in the U.S. has declined by 8.4 million jobs,
or 6.1 per cent. In contrast, since the start of the Canadian recession in
October 2008, employment has declined by 1.6 per cent. This means that
job losses in the U.S. have been proportionately more than three times as
large as in Canada. The unemployment rate in the U.S. has exceeded that
in Canada for almost one and a half years, and over the last five months the
difference has averaged 1.6 percentage points. The last time the Canada-
U.S. unemployment rate gap was so large was in the mid-1970s. Canada’s
relatively better labour market performance compared to that of the U.S.
reflects Canada’s later entry into recession as well as the relatively early
stabilization of Canadian domestic demand in 2009.
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The Canadian labour market has been significantly

stronger than in the U.S.

Chart 2.10
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Commodity Prices

Commodity prices have rebounded solidly from the sharp declines
observed in late 2008 and early 2009. In particular, crude oil prices have
nearly doubled since February 2009, while base metal prices are up over
70 per cent over the same period, reflecting the improvement in global
economic and financial conditions and the global outlook (Chart 2.11).
Forestry prices have also increased since February 2009, in line with signs
of stabilization in the U.S. housing market. Moderate gains were seen in
natural gas prices over the period, despite a temporary decline in mid-2009
reflecting strong production and weak U.S. industrial demand.

As a result, prices for many commodities are now close to levels observed
at the time of the October 2007 Economic Statement. Crude oil futures
contracts suggest prices will continue to increase modestly in coming
months, averaging US$81 per barrel in 2010, up from an average of
US$62 per barrel in 2009. Futures contracts also suggest natural gas prices
will average US$5.39 per MMBtu in 2010 compared to US$3.95 in 2009.
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There remains considerable uncertainty surrounding the outlook for
commodity prices over the near term, reflecting high inventory levels for
most commodities and risks surrounding the pace and timing of the global
economic recovery. However, most experts expect commodity prices to
continue to increase as the global economic recovery continues to

gain strength.

Prices for key Canadian commodities

have rebounded since early 2009

Chart 2.11
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Canadian Economic Outlook—
Private Sector Forecasts

The Department of Finance regularly surveys private sector economic
forecasters on their views on the outlook for the Canadian economy.
The economic forecasts reported in this budget, and which form the
basis of the Department’s fiscal forecasts, are based on a survey that
closed on December 18, 2009 and includes the views of 15 private
sector economic forecasters.

The December 2009 survey of private sector forecasters included Bank

of America Merrill Lynch, BMO Capital Markets, Caisse de dépot et
placement du Québec, CIBC World Markets, The Conference Board of
Canada, Desjardins, Deutsche Bank of Canada, Laurentian Bank Securities,
Global Insight, National Bank Financial, Royal Bank of Canada, Scotiabank,
TD Bank Financial Group, UBS Warburg, and the University of Toronto
(Policy and Economic Analysis Program).

The use of private sector forecasts introduces an element of independence
into the Government’s economic and fiscal forecast.

Private sector economists continue to believe that the recovery will gain
momentum through 2010. The short-term private sector economic
forecast is now stronger than at the time of the September 2009 Update
of Economic and Fiscal Projections. Forecasts for both GDP and
employment have been revised up.

Over the medium term, the December average private sector outlook calls
for a moderate economic recovery and a gradual improvement in labour
market conditions. This is expected to be accompanied by an increase in
interest rates and a stabilization of consumer price inflation near the
mid-point of the Bank of Canada’s inflation target band (Table 2.1).

The private sector forecast for the unemployment rate in 2010 has been
revised down again. In May 2009, private sector economists were forecasting
an unemployment rate of 9.2 per cent for 2010. The forecast was revised
down to 9.0 per cent in the September Update and then to 8.5 per cent

in the December survey.

32



Recent Economic Developments and Prospects *

Table 2.1
Average Private Sector Forecast

2009~
2009 2010 2011 2012 2013 2014 2014

(per cent, unless otherwise indicated)
Real GDP growth
January 2009 private

sector forecast -0.8 2.4 3.4 3.1 2.9 2.6 2.3
September 2009 Update -2.3 2.3 3.2 3.3 3.0 2.7 2.0
March 2010 budget -2.5 2.6 3.2 3.0 2.8 2.6 2.0
GDP inflation
January 2009 private

sector forecast -0.4 1.7 2.2 2.3 2.1 2.1 1.7
September 2009 Update -2.3 1.8 2.0 2.3 2.2 2.2 1.4
March 2010 budget -2.1 2.2 2.1 2.2 2.1 2.0 1.4

Nominal GDP growth
January 2009 private

sector forecast -1.2 4.2 5.7 5.5 5.0 4.7 4.0
Budget 2009 planning 2.7 4.3 6.4 6.1 5.3 5.0 41
September 2009 Update -4.6 4.1 5.3 5.6 5.3 5.0 3.5
March 2010 budget -4.6 4.9 54 5.3 4.9 4.7 3.4

Nominal GDP level
(billions of dollars)

January 2009 private

sector forecast 1,590 1,657 1,751 1,847 1,940 2,031 -
Budget 2009 planning 1,560 1,627 1,731 1,837 1,935 2,031 -
September 2009 Update 1,527 1,590 1,674 1,768 1,862 1,955 -
March 2010 budget 1,627 1,601 1,688 1,778 1,865 1,953 -

3-month treasury bill rate
January 2009 private

sector forecast 0.8 1.7 3.2 4.0 4.3 4.4 3.1
September 2009 Update 0.4 0.8 2.5 3.9 4.2 4.3 2.7
March 2010 budget 0.3 0.7 2.4 3.8 4.3 4.4 2.6

10-year government bond rate
January 2009 private

sector forecast 2.8 3.4 4.5 5.0 5.2 5.2 4.3
September 2009 Update 3.3 3.8 4.4 4.9 5.1 5.2 4.5
March 2010 budget 3.3 3.7 4.3 4.9 5.2 5.3 4.5

Exchange rate (US cents/C$)
January 2009 private

sector forecast 81.1 85.4 91.5 94.5 95.6 959 90.7
September 2009 Update 86.7 919 952 96.1 97.1 96.5 93.9
March 2010 budget 879 955 983 97.7 99.3 985 96.2
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Table 2.1 (cont’d)
Average Private Sector Forecast

2009~
2009 2010 2011 2012 2013 2014 2014

(per cent, unless otherwise indicated)
Unemployment rate
January 2009 private

sector forecast 7.5 7.7 6.9 6.4 6.2 6.1 6.8
September 2009 Update 8.5 9.0 8.5 7.8 71 6.8 7.9
March 2010 budget 8.3 8.5 7.9 7.4 6.9 6.6 7.6

Consumer Price Index inflation
January 2009 private

sector forecast 0.7 1.9 2.1 2.1 2.0 2.0 1.8
September 2009 Update 0.5 1.8 2.0 2.1 2.1 2.1 1.8
March 2010 budget 0.3 1.7 2.2 2.1 2.1 2.1 1.7

U.S. real GDP growth
January 2009 private

sector forecast -1.8 2.1 3.5 3.2 3.0 2.7 2.1
September 2009 Update -2.6 2.0 3.2 3.8 3.5 3.2 2.2
March 2010 budget -2.5 2.7 3.0 3.4 3.1 2.9 2.1

Note: March 2010 budget figures for 2009 are from the December 2009 survey of private sector forecasters
and have not been adjusted to include data released since December 18, 2009.

Sources: Budget 2009; September 2009 Update of Economic and Fiscal Projections; Department of Finance
January 2009, August 2009 and December 2009 surveys of private sector forecasters.

As the global economy continues to stabilize following the deepest recession
since the 1930s, the uncertainty surrounding the medium-term outlook

has diminished significantly since the September Update. The difference
between the average of the three highest and three lowest forecasts for

the level of nominal GDP in 2013 is $54 billion, down from the record
$98-billion difference at the time of the September Update. However, the
gap still remains high by historical standards, reflecting the still-fragile global
economic recovery and the inherent difficulty in providing a medium-term
forecast (Chart 2.12).
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The uncertainty surrounding the medium-term outlook

has diminished but remains high

Chart 2.12
Private Sector Forecast Distribution of Nominal
GDP Level in 2013
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Source: Department of Finance December 2009 survey of private sector forecasters.

Risks to the Private Sector Forecast

On February 2, 2010, the Minister of Finance met with private sector
economists to discuss the economic forecast from the December 2009
survey as well as the risks associated with those projections.

The forecasters were of the view that the short-term growth outlook
was likely to be stronger than suggested by the December survey given

a number of positive economic developments since the survey closed on
December 18th. However, the private sector forecasters also expressed
concerns about the risks to economic growth over the medium term. In
particular, they noted that a sustained recovery in the global economy,
particularly in the United States, and in financial markets may take some
more time to fully materialize. At the same time, many forecasters noted
that medium-term risks to the outlook were to some extent incorporated
in the average private sector forecast.
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Since the meeting with the private sector forecasters, their views on upside
risks to the short-term growth outlook have largely materialized. At the time
of the December 2009 private sector survey, forecasters expected real GDP
growth of 3.4 per cent and nominal GDP growth of 5.6 per cent in the
fourth quarter of 2009 (Chart 2.13). Both real and nominal GDP growth
in the fourth quarter, released by Statistics Canada on March 1, 2010, were
stronger than expected. Private sector forecasters’ expectations for real GDP
growth were more than 1.5 percentage points lower than actual real GDP
growth of 5.0 per cent, while expectations for nominal GDP growth were
more than 4 percentage points lower than actual nominal GDP growth

of 9.8 per cent, reflecting higher real GDP growth as well as significant
increases in commodity prices. If sustained, this would represent

a $14-billion increase in nominal income in each year of the forecast.

Real and nominal GDP growth in the fourth quarter of 2009

were stronger than expected by private sector forecasters

Chart 2.13
GDP Growth in 2009Q4
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Sources: Statistics Canada; Department of Finance December 2009 survey of private sector forecasters.
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Over the medium term, private sector forecasters, on average, expect

the level of real GDP in Canada between 2009 and 2014 to be about

$95 billion lower each year compared to what they were expecting at the
time of the October 2007 Economic Statement, just before the beginning
of the U.S. recession.

The medium-term average private sector forecast for GDP inflation is
nearly identical to the forecast for Consumer Price Index (CPI) inflation.
GDP inflation, which is the broadest measure of price changes for goods
and services produced in Canada, tends to be broadly in line with CPI
inflation when the terms of trade is stable. The terms of trade, which is the
ratio of export prices to import prices, is influenced by movements in the
exchange rate and commodity prices. The close similarity of GDP and CPI
inflation in the average private sector forecast is consistent with broadly
unchanged terms of trade and commodity prices over the next five years.

Fiscal Planning

The average private sector economic forecast from the December 2009
survey forms the basis of the Government’s fiscal planning. The Department
of Finance considers that this economic forecast is a prudent basis for fiscal
planning. The fiscal outlook is presented in Chapter 4.
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Introduction

Budget 2010 takes actions in three broad areas, all of which contribute to
the overarching objective of sustaining Canada’s economic advantage.

First, the Government will follow through on its commitments to Canadians
and its G7 and G20 partners to complete the implementation of Canada’s
Economic Action Plan. These investments will maintain and create jobs now.

Second, Budget 2010 invests in a limited number of targeted initiatives that
build jobs and growth for the economy of tomorrow by improving skills,
innovation, and our competitiveness.

Third, Budget 2010 charts a course to bring Canada’s finances back to
balance over the medium term and well before any other G7 country.

This chapter reviews the $19 billion in new federal stimulus measures that
will take effect in 2010-11 under Canada’s Economic Action Plan, as well
as new actions Budget 2010 is proposing to build jobs and growth for
the future. Chapter 4 reviews actions to reduce the deficit and return to
balanced budgets. Chapter 5 provides a detailed report on the status of
implementation of Canada’s Economic Action Plan.
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Delivering Year 2 of Canada’s Economic Action Plan

Highlights

Budget 2010 will deliver Year 2 of Canada’s Economic Action Plan,
with $19 billion in new federal stimulus in 2010-11, by:

v

v
v

Providing $3.2 billion in personal income tax relief to support
growth and job creation.

Delivering $1.6 billion to strengthen benefits for the unemployed.

Providing $1 billion to enhance training opportunities for all
Canadian workers.

Freezing the Employment Insurance premium rate at

$1.73 per $100 of insurable earnings to the end of 2010—

the lowest rate since 1982—in order to leave more money in the
hands of employers and employees.

Providing $7.7 billion in new stimulus to modernize
infrastructure, support home ownership, and improve
social housing across Canada.

Investing almost $1.9 billion in post-secondary education
infrastructure, research, technology innovation and
environmental protection.

Providing $2.2 billion in stimulus spending to support adjustment
and secure job opportunities in regions, communities and
industries that have been most affected by the economic downturn.

Introducing new measures to strengthen Canada’s financial sector,
allowing businesses to continue growing and creating jobs.
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Canada’s Economic Action Plan is a two-year $62-billion plan to protect

and create jobs in response to the deepest global recession since the

Second World War. Chapter 5 describes the full Action Plan and
reports on the Government’s progress in its implementation. This section
briefly reviews the main elements of the Action Plan that will be in effect
for 2010-11.

In the first year of the Action Plan (2009-10), a significant amount of
stimulus has been provided to support the economy and Canadians.

The Government is ready to begin delivering Year 2 of the Economic
Action Plan. The Action Plan will continue to maintain and create jobs,
and help Canadian workers and families manage through still difficult
economic conditions. Year 2 delivers $19 billion in new federal stimulus
spending, with an additional $6 billion in stimulus from provinces,
territories, municipalities and other partners. Even before the start of the
fiscal year, 92 per cent of Year 2 funding is committed and ready to be
delivered. This includes:

e $3.2 billion in personal income tax relief.

* More than $4 billion in actions to create and protect jobs and help
the unemployed.

e $7.7 billion to modernize infrastructure and improve housing
across Canada.

e $1.9 billion to create the economy of tomorrow.

e $2.2 billion to support industries and communities.

Actions under the Economic Action Plan that come into effect in
2010-11 are described below.
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Delivering Year 2 of Canada’s Economic Action Plan

Reducing the Tax Burden for Canadians

Tax reductions in the Economic Action Plan are an essential part of the
Government’s effort to stimulate the economy and to create and maintain
jobs. The Economic Action Plan will deliver $3.2 billion in personal income
tax relief'in 2010-11. This includes allowing Canadians to earn more
income before paying federal income tax and before being subject to higher
tax rates. It includes the enhanced Working Income Tax Benefit, which
reduces the welfare wall by making work pay better for many low-income
Canadians. Eligible beneficiaries will begin to receive enhanced benefits
upon filing their 2009 tax returns. Tax measures for 2010-11 also include
higher child benefits for parents and lower taxes for low- and
middle-income seniors.

Tax measures in 2010-11 will continue to support the housing market.
First-time home ownership is being encouraged through the First-Time
Home Buyers’ Tax Credit and additional access to Registered Retirement
Savings Plan savings to purchase or build a home.

Millions of Canadian families took advantage of the Home Renovation Tax
Credit before its expiry on January 31, 2010, and will be able to claim the
credit when they file their 2009 income tax returns.

Tax relief will also continue to benefit Canadian businesses in the coming
year. The measures included in Canada’s Economic Action Plan, as well
as actions taken by this Government since 20006, are positioning Canadian
businesses to emerge stronger and better equipped to compete globally as
the economy recovers.

The Government is lowering the federal general corporate income tax

rate from 22.12 per cent (including the corporate surtax) in 2007 to

15 per cent in 2012. Canada’s business tax advantage is being strengthened
as the Government of Canada, provinces and territories progress toward
the goal of a 25-per-cent combined federal-provincial corporate income tax
rate. These broad-based corporate income tax reductions foster investment
and help build a strong foundation for job creation and higher rates of
productivity growth. As a result of these actions, Canada will have the
lowest corporate income tax rate in the G7 in 2012.
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