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Highlights of financial results for January 1999

Budgetary deficit of $1.3 billion
in January 1999

A budgetary deficit of $1.3 billion was
recorded in January 1999, up $0.4 billion
from the deficit of $0.9 billion recorded in
January 1998. As indicated in last month’s
Fiscal Monitor, a deficit was expected in
January 1999, given the flow of revenues.

Budgetary revenues were up $0.1 billion,

or 0.7 per cent, in January 1999 on a
year-over-year basis as higher personal income
tax revenues, reflecting the strong growth

in employment at the end of 1998, more

than offset declines in corporate income tax
revenues, goods and services tax (GST)
revenues and non-tax revenues.

On a year-over-year basis, program spending
was up $0.4 billion, or 4.9 per cent. This
increase was primarily attributable to the
initiatives announced in the February 1998
budget under the Canadian Opportunities
Strategy, retroactive wage adjustments
following the signing of a number of collective
agreements and the timing of payments to
Crown corporations.

Public debt charges were marginally higher,
as a slight increase in the average effective
interest rate offset a decline in interest-
bearing debt.

Year-to-date: budgetary surplus
of $10.4 billion

Over the first ten months (April to January) of
the 1998-99 fiscal year, the budgetary surplus
was estimated at $10.4 billion, up $1.2 billion
from the surplus of $9.2 billion recorded in
the same period of 1997-98, but down from
the surplus of $11.7 billion to the end of
December 1998. The year-over-year
improvement was largely due to higher
personal income tax collections in May 1998,
primarily relating to taxes owing with respect
to earnings in the 1997 taxation year. There
has been no net improvement in the fiscal
balance over the other nine months of 1998-99.

Economic developments over the balance of
the current fiscal year are expected to lower
the surplus to date by about $2 billion,
primarily reflecting further declines in
corporate income tax revenues and higher
Equalization transfers. The 1999 budget
announced initiatives totalling $4.2 billion
which will be charged to 1998-99. In addition,
the full cost of policy initiatives announced
prior to the 1999 budget has yet to be reflected
in the year-to-date results.

Taking all of these factors into consideration,

a balanced budget, including the Contingency
Reserve of $3 billion, is expected for 1998-99.
To the extent that the Contingency Reserve is
not required, it will be used to pay down debt.
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Table 1
Summary staement of transactions

January April to January

1998

1999 1997-98 1998-99

Budgetary transactions

(millions of dollars)

Revenues 11,750 11,834 124,642 128,012
Program spending -9,152 -9,599 -81,267 -82,997
Operating surplus 2,598 2,235 43,375 45,015
Public debt charges -3,521 -3,537 -34,126 -34,595
Budgetary balance (deficit/surplus) -923 -1,302 9,249 10,420
Non-budgetary transactions 2,529 2,447 -882 -2,204
Financial requirements/surplus (excluding 1,606 1,145 8,367 8,216
foreign exchange transactions)
Foreign exchange transactions -2,018 -3,841 5,972 -446
Net financial balance -412 -2,696 14,339 7,770
Net change in borrowings -1,658 -4,753 -14,513 -16,377
Net change in cash balances -2,072 -7,449 -174 -8,607

Note: Positive numbers indicate a net source of funds. Negative numbers indicate a net requirement for funds.

Over the Aoril 1998 to aruary 1999 peiod,
budgetar reverues vere up $3.4 billion

(2.7 percent), pogram spending as up
$1.7billion (2.1 per cent), Wwile pubic debt
chages were $0.5 billion (1.4 per cent) higher
compaed tothe same pé&rd in 1997-98.

Within budgetary reverues:

» Personal income tax collectionsare up
$2.5 billion, or 4.2 per cent.hls was
attributable to contiued inceases in
receipts fom monthy deductions fom
employment incomedue to inceases in the
number ofpeople emplged, as vell as
higher taxes paid onifing, reflecting
the strong income gowth in the 1997
taxaion year The overall growth in pesonal
income tax collections has been dampened
by a rumber of &ctoss, induding a stong
increase inefunds (uEbl.2billion) and a
net tanser of $0.7 billion to emplgment
insurance pemium everues. Inaddition,

payments under the Canada ChilaxT
Beneft, which are netted fom pesonal
income tax everues, ag up$0.3 billion,
reflecting theadditional funding announced
in the 1996and 1997 bdgets.

Corporate income taxeverues vere up
$0.3billion, or 1.9 per cent. Although
reverues vere up stongly in the frst eight
months of thisikcal year yearoveryear
dedines hae beeneported in eah of
thelast two months. Laver reverues ae
expected ger the balance of thestal year
reflecting the deline in coporate piofits

in 1998. Coporations ae required to fle
monthly instalments based on either their
last years actual tax liaility or their curent
years estiméed tax lidoility. Corporations
have 60days after their gar end to mak
settlement paments ér ary amounts wing.
This results in a substantialgpottion

of corporate income tax collections being



The Fiscal Monitor

Table 2
Budgetary revenues
January April to January Per cent
1998 1999 1997-98 1998-99 change
(millions of dollars) (%)
Income taxes
Personal income tax 5,552 6,066 61,069 63,610 4.2
Corporate income tax 1,759 1,594 14,895 15,181 1.9
Other income tax revenue 409 569 2,017 2,290 135
Total income tax 7,720 8,229 77,981 81,081 4.0
Employment insurance premium revenues 1,433 1,457 15,298 15,450 1.0
Excise taxes and duties
Goods and services tax 1,202 1,022 16,744 17,370 3.7
Customs import duties 177 180 2,249 1,998 -11.2
Sales and excise taxes 700 746 7,354 7,166 -2.6
Total excise taxes and duties 2,079 1,948 26,347 26,534 0.7
Total tax revenues 11,232 11,634 119,626 123,065 2.9
Non-tax revenues 518 200 5,016 4,947 -1.4
Total budgetary revenues 11,750 11,834 124,642 128,012 2.7

receved in the months dfebruary and
March, rangng from 25 to 40 pecent of
total collections dr the year as a Wwole
Monthly instalmentsdr 1997 vere lagely
based on 1996 tax hdities. Howvever,

tax liabilities for 1997 vere substantiaj
higher than in 1996, ch led to collections
in thesettlement peod (February/

March 1998) ising nealy 30 percent wer
the 1997 settlement ped. As a esult,
instalment pgments 6r 1997 undestaed
the actual tax liaility for the year as a
whole Consequeny| instalments to the end
of November 1998 wre inceased toeflect
1997 tax lidilities, theeby accounting dr
the curent stength in coporate income tax
collections. Vith the detine in coporate
profits in 1998, settlement pments in
Februaly/March 1999 ae expected to be
lower than thoseecoded in
February/March 1998.

Employment insuance pemium everues
were up $0.2 billion, or 1.0 per centhi
increase \as dtributable to net tanskrs
from pesonal income taxevernues and an
increase in theumber of people empjed
In December 1997, themas a tanser to
personal income taxewerues, eflecting
over-payments with espect to the 1996
taxaion year whereas in Octobet998,
there was a tanskr from pesonal income
tax reverues, due to undgrayments with
respect to the 1997 tatxan year
Dampening thempact of thesedctos was
the detine in pemium etes. The emplgee
premium ete (per$100 of insuable
eanings) was educed fom $2.90 6r 1997
to $2.70 br 1998 (with acorresponding
dedine in the emplger rate). For 1999, the
emplo/ee ate has beereducedo $2.55.
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* Net GST everues vere up $0.6 billion,

or 3.7 percent. Monthy reverues to dee
contirue to be gtremey volatile, primarly
due to the timing ofafunds. Although gpss
collections hge increased irine with
thegrowth in consumer demantarger
increases inafunds andabaes hae
depressed thergwth in net everues.

Customs impdrduties vere davn
$0.3billion, or 11.2per cent, as thergwth
In imports was moe than dfset by
theimpact of taiff reductions. Otherxeise
taxes and duties g&re davn $0.2 billion, or
2.6 percent, lagely due to theeduction

in the Air Transpotation Tax, efective
Jaruary 1, 1998, and itelimination
effectve November 1, 1998.

Non-tax everues, consisting of thetum
on investments and other non-taverues,
sud as ees and mceeds fom sales, wre
down $0.1 billion, or 1.4 per cent.

Within program spending:

* Major transkrs to pesons vere up
$0.5billion, primaiily due to higher eldgr
beneit payments. Emplgment insuance
beneft payments vere up slighty.

Major transgers to other leels of
govemment vere up $0.2 billion, as higher
fiscal tanskrs were patially offset by
higher ecoveries under Altendive
Payments br Standing Raigrams. Cash
entitlements under the Canada Health and
Social Transkr (CHST) vere undhanged as
cumrent lagislation prevents theikcal year
cash entitlement ém falling belav
$12.5billion. However, total CHST
entitlements consist of both cash

entitlements and tax poinainsers. Wth
this cash entitlementdor and aising \value
in the tax point @nsers, total entittements
under the CHST arincreasing

» Direct pogram spendingconsisting of total
program spending less the majoansers
to persons and othervels of govemment,
was up $1.0 billion, or 2.gercent. This
component inkeides subsigland other
transker pgyments, pgments to Cown
corporations, and the opating and caital
costs of gvemment, induding deénce
Subsidies and otherainsers were up
$0.2billion. This increase was due to the
initiatives announced in theslbrualy 1998
budget under the Canadian Opparities
Strategy, offset in pat by the temination of
subsidies to KV CANADA, resulting fom
the eliminaion of the Air Transpotation
Tax. Rayments to Gown coiporations were
up $0.1billion. Opeseting and caital
expenditues, induding detence were
up $0.7 billion, or 3.3er cent.

Pulbic debt chaiges were up $0.5 billion, or
1.4percent, as a déiae in the werall stok
of interest-beang debt was ofset by an
increase in theweerage efective inteest
rate on tha debt.

Year-to-date: financial surplus
of $8.2billion (excluding foreign
exchange tr ansactions)

The ludgetay balance is @sented on a
modified accual basis of accounting
recoding govemment lidilities when thg are
incurred, regardless of vihen the cash ganent
is made In adlition, the ludgetay balance
includes ony those actiities over which the
govemment has lgislative contol.
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Table 3
Budgetary expenditures
January April to January Per cent
1998 1999 1997-98 1998-99 change
(millions of dollars) (%)
Transfer payments to:
Persons
Elderly benefits 1,863 1,897 18,437 18,904 25
Employment insurance benefits 1,178 1,162 9,225 9,263 0.4
Total 3,041 3,059 27,662 28,167 1.8
Other levels of government
Canada Health and Social Transfer 1,042 1,042 10,416 10,417 0.0
Fiscal transfers 810 862 7,759 8,045 3.7
Alternative Payments for Standing Programs ~ -180 -187 -1,784 -1,867 4.7
Total 1,672 1,717 16,391 16,595 1.2
Direct program spending
Subsidies and other transfers
Agriculture 136 46 543 520 -4.2
Foreign Affairs 205 280 1,319 1,267 -3.9
Health 52 87 660 808 22.4
Human Resources Development 124 305 1,129 1,685 49.2
Indian and Northern Development 233 160 3,174 3,167 -0.2
Industry and Regional development 88 113 1,181 1,168 -1.1
Veterans Affairs 116 116 1,139 1,140 0.1
Other 278 218 2,307 1,869 -19.0
Total 1,232 1,325 11,452 11,624 1.5
Payments to Crown corporations
Canadian Broadcasting Corporation 74 65 746 824 10.5
Canada Mortgage and Housing Corporation 100 180 1,403 1,490 6.2
Other 73 108 903 841 -6.9
Total 247 353 3,052 3,155 3.4
Operating and capital expenditures
Defence 955 932 7,811 7,484 -4.2
All other departmental expenditures 2,005 2,213 14,899 15,972 7.2
Total 2,960 3,145 22,710 23,456 3.3
Total direct program spending 4,439 4,823 37,214 38,235 2.7
Total program expenditures 9,152 9,599 81,267 82,997 2.1
Public debt charges 3,521 3,537 34,126 34,595 1.4
Total budgetary expenditures 12,673 13,136 115,393 117,592 1.9

Memorandum item:
Total transfers 5,945 6,101 55,505 56,386 1.6
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Table 4

The budgetary balance and inancial requirements/suplus

January April to January
1998 1999 1997-98 1998-99
(millions of dollars)
Budgetary balance (deficit/surplus) -923 -1,302 9,249 10,420
Loans, investments and advances
Crown corporations 239 150 879 1,245
Other 121 71 72 -382
Total 360 221 951 863
Specified purpose accounts
Canada Pension Plan Account -184 744 -387 684
Superannuation accounts 354 360 2,410 3,319
Other 28 -5 -217 3
Total 198 1,099 1,806 4,006
Other transactions 1,971 1,127 -3,639 -7,073
Total non-budgetary transactions 2,529 2,447 -882 -2,204
Financial requirements/surplus
(excluding foreign exchange transactions) 1,606 1,145 8,367 8,216
Foreign exchange transactions -2,018 -3,841 5,972 -446
Net financial balance -412 -2,696 14,339 7,770
Table 5
Net financial balance and net borowings
January April to January
1998 1999 1997-98 1998-99
(millions of dollars)
Net financial balance -412 -2,696 14,339 7,770
Net increase (+)/decrease (-) in borrowings
Payable in Canadian dollars
Marketable bonds 16,888 5,972
Canada Savings Bonds -364 526 -2,569 -1,623
Treasury bills -1,400 -3,300 -28,000 -28,500
Other -894 159 387
Subtotal -1,764 -3,668 -13,522 -23,764
Less: Government’s holding of unmatured debt 101 48 50 -432
Total -1,663 -3,620 -13,472 -24,196
Payable in foreign currencies
Marketable bonds 455 -126 9,681
Notes and loans 0 0 0 0
Canada bills 5 -1,588 -562 -787
Canada notes -353 -1,075
Total 5 -1,133 -1,041 7,819
Net change in borrowings -1,658 -4,753 -14,513 -16,377
Change in cash balance -2,070 -7,449 -174 -8,607
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Table 6
Condensed steement of assets and lidilities

March 31, 1998 January 31, 1999 Change

Liabilities
Accounts payable, accruals and allowances
Accounts payable and accrued liabilities
Interest and matured debt
Allowances

Total accounts payable, accruals and allowances

Interest-bearing debt
Pension and other accounts

Public sector pensions
Canada Pension Plan (net of securities)
Other pension and other accounts

Total pension and other accounts

Unmatured debt
Payable in Canadian dollars
Marketable bonds
Treasury bills
Canada Savings Bonds
Other

Subtotal
Payable in foreign currencies

Total unmatured debt
Total interest-bearing debt
Total liabilities

Assets
Cash and accounts receivable
Foreign exchange accounts

Loans, investments and advances (net of allowances)

Total assets
Accumulated deficit (net public debt)

(millions of dollars)

22,364 11,834 -10,530
10,419 9,610 -809
10,917 10,917 0
43,700 32,361 -11,339
117,457 120,775 3,318
4,205 4,890 685
5,872 5,875 3
127,534 131,540 4,006
294,583 300,055 5,472
112,300 83,800 -28,500
29,769 28,215 -1,554
3,456 3,843 387
440,108 415,913 -24,195
27,183 35,003 7,820
467,291 450,916 -16,375
594,825 582,456 -12,369
638,525 614,817 -23,708
15,813 2,942 -12,871
28,968 29,414 446
14,036 13,173 -863
58,817 45,529 -13,288
579,708 569,288 -10,420

In contiast, fnancial equirements/sylus
measue the diference betwen cash coming
in to the gvemment and cashoing out.
Financial equiements/sylus difer from
thebudgetaly balance as thefmer indudes
transactions in loans,vastments, and
advances, édernl emplgees’ pension
accounts, other speigtl pupose accounts,
and danges in otherihancial assets and
liabilities. These actiities ae induded as par
of non-ludgetary transactions. fie cowersion
from accual to cash is alseflected in non-
budgetary transactions.

Non-hbudgetay transactionsesulted in a net
requirment of $2.2 billion in the pril 1998
to Januaty 1999 peiod, up $1.3 billion fom
the net equirement in the same ped of
1997-98. As aasult, thee was a inancial
sumplus (ecluding foreign exchange
transactions) of $8.Rillion in the April 1998
to Jaruary 1999 peiod, down slightly from
the $8.4 billion lecoded in the same

period of 1997-98.



The Fiscal Monitor

Year-to-date: net financial balance
of $7.8billion/net borrowings
down $16.4billion

Foreignh exchange transactionsepresent all
transactions imtemaional reseves held in
the Extange Fund Account. fle pupose of
the Exdange Fund Account is to pmote
order and staility in the foreign exchange
market. It fulfills this function ly buying
foreign exchange (selling Canadian dollgy
when thee is upvard pressue on the alue
of the Canadian dollar and sellingréign
exchang (luying Canadian dolla) when
there is davnward pressue. The huying of
Canadian dollar represents a soae of funds
from exchang fund tansactions, Wile the
selling of Canadian dollamepresents a
requirment. Changs in breign curencg
liabilities, which ale undetaken to tiange the
level of Canad& foreign exchang reseves,

also impact ondreign exchang transactions.

Taking all of thesedtctors into account, in
the April 1998 to &ruary 1999 peiod, thee
was anet requirement of funds of $0.4 billion
from foreign exchange transactions, comped
to a net souwre of $6.0 billion in the same
peniod of 1997-98. With a ludgetay suiplus of
$10.4billion, a net equirrment of $2.2 billion
from non-ludgetary transactions and a net
requirement of $0.4 billion fsm foreign
exchang transactions, the nenhancial
balance ecoded a syslus of $7.8 billion ger
the April 1998 to &nuary 1999 peiod,
compaed to a syslus of $14.Jillion in
thesame peod of 1997-98.

With this net inancial balancecoupled with
areduction in cash balances of $8.6 billion,
thegovemment etired $16.4 billion of maet
debt in the April 1998 to &ruary 1999 peiod.
Cash balanced ¢he end of druary 1999
were $1.8 billion.
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