
VIEWPOINT

In the introduction to its budget plan 
tabled earlier this week, Canadian 
Finance Minister Bill Morneau announced 
a defi cit of $29.4 billion for the 2016-
2017 year, or $1,631 per net taxpayer, 
and total defi cits of $113 billion over the 
next fi ve years.1

One of the arguments raised in the docu-
ment in favour of this substantial new 
debt is that Canada’s current overall debt 
is much lower than that of the other G7 
countries, which gives the federal govern-
ment the leeway to take on more debt. 
However, this comparison is based on the 
net debt (see Figure 1, which reproduces 
the graph from the budget document), 
which distorts the situation. The use of 
another measure, gross debt, paints a 
very different picture.

WHY IT IS THE GROSS DEBT 
THAT MUST BE USED
The use of net debt does not refl ect govern-
ments’ budgetary reality. Net debt is a measure 
that subtracts fi nancial assets from the gross 
debt.2 In the case of Canada, the net debt is the 
debt minus, for example, public service pension 
plan assets, or liquid assets held by the govern-
ment in the form of deposits, dollars, and any 
other tradeable fi nancial assets.

The hypothesis that supports the use of net debt 
rather than gross debt is that if the government 
should one day be faced with a debt crisis, 

which is not looming for Canada, it could sell 
these assets in order to reimburse its debt. This 
perspective, defended by the preceding govern-
ment in its 2015 budget,3 rests on the fact that 
the measure of the gross debt puts Canada at a 
disadvantage in international comparisons. This 
is due to the fact that Canada has a lot more fi -
nancial assets than most other countries to pro-
vide for the retirement of its public employees, 
which implies a bigger amount subtracted from 
its gross debt.

The problem with using this measure comes 
from the fact that it is basically an accounting fi c-
tion. The government, even in a time of crisis, 
could not rid itself of its fi nancial assets to reim-
burse its debt since it always needs liquidity for 
its normal operations and it always needs to pro-
vide for the future retirement of its public em-
ployees. It is diffi cult to imagine a government 
willingly rendering itself unable to ensure its 
proper functioning because of a lack of liquidity 
or selling its public service retirement assets in 
order to reimburse its creditors.

Furthermore, the government does not pay in-
terest on the net public debt, but on the gross 
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debt. According to the most recent 
budget, gross public debt charges 
amount to $25.7 billion today, and will 
rise to $35.5 billion in 2020-2021.4 It is 
these payments that make it diffi cult to 
lower taxes and that limit the amount of 
room the government has to man-
oeuvre, which has nothing to do with 
the net debt.5

When Canada’s gross public debt is 
compared with that of other countries, 
the picture that emerges is very differ-
ent. By using gross debt instead of net 
debt, Canada’s debt-to-GDP ratio goes 
from 38% to 90%. As can be seen in 
Figure 2, Canada is therefore very close 
to the average of the other G7 coun-
tries. The substantial leeway the federal 
government claims to have when it 
compares Canada with other countries 
therefore does not exist, and cannot jus-
tify the large future defi cits announced 
in the budget.
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Figure 1

Net debt-to-GDP ratios for all levels of 
government according to IMF predictions, 
2015

Source: International Monetary Fund, Fiscal Monitor, October 2015, in Government of 
Canada, Budget 2016, tabled in the House of Commons by the Minister of Finance, March 22, 
2016, p. 19.
Note: The G7 average is an unweighted arithmetic mean. 
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Figure 2

Gross debt-to-GDP ratios for all levels of 
government according to IMF predictions, 
2015

Source: International Monetary Fund, World Economic Outlook, database, October 2015. 
Note: The G7 average is an unweighted arithmetic mean.


