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Executive Summary
The optimism surrounding the election of a new government in Alberta 
will soon be challenged by the need to address the budgetary legacy of the 
previous government. Barring unexpectedly rapid improvements in the 
energy sector, the Notley government will be forced to address not only 
the massive revenue hole resulting from the precipitous drop in resource 
revenues that began in the fall of 2014, but also a structural deficit that 
emerged even when resource prices were high.

The implications of this unattractive fiscal situation are obvious: Albertans 
will be faced with significant cuts to provincial public services or they will 
face higher taxes. Simply maintaining the current (but already somewhat 
reduced) level of public services will necessitate imposing higher taxes on 
the broad majority of Albertans, in addition to the tax increases on the 
highest income earners and corporations already introduced by the new 
government. 

In this context, there are a variety of public policy options available, but the 
prospect of some tax increases and perhaps even the introduction of a low 
provincial sales tax, stand out. Even if such policies are implemented, Alberta 
will maintain a considerable tax advantage over other provinces.

This report documents the historical record, assesses the magnitude of the 
Government of Alberta’s budget problem, looks at budget projections for the 
next five years under various scenarios, illustrates a set of revenue options 
should Albertans be adverse to “massive cuts,” and draws conclusions. 

The Historical Perspective

Contrary to the expectations and beliefs of many, Alberta’s spending on 
provincial government programs is very average. Over the past 20 years, 
Alberta has never had the highest per capita program spending among 
the provinces; rather, it has ranked about fourth in spending, and its 
expenditures have averaged only 3.2% above the Canadian provincial 
average.

Provincial program expenditures in Alberta tend to be consistently close 
to 20% of household income since 1993–94, a period that encompasses a 
broad range of economic conditions and fiscal circumstances. This level is 
somewhat below the 10-province average and about equal to that in Ontario. 
In 2014–15, Alberta’s program expenditure level was 18.7% of household 
income.
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The Government of Alberta’s revenues are comparatively erratic relative 
to the other Canadian provinces due to the volatility of resource revenues. 
Alberta’s resource revenues surged during most of the first decade of this 
century, but since 2009–10 resource revenues relative to household income 
returned back to the pre-boom levels of the 1990s.

The out-of-pocket contribution of Albertans to provincial coffers trended 
downward after 2000. That is, the tax load of Albertans has declined since 
2000.

Savings over almost a decade of resource boom left Alberta with exceptional 
levels of net financial assets. Those have declined since 2009 as a result 
of drawing upon financial assets to fund spending and due to increased 
borrowing. Nonetheless, Alberta is still unique among provinces in having 
financial assets in excess of its debt.

Looking Ahead in a Low Energy Price Environment:    
How Big is the Problem?

Lower oil prices are expected to result in provincial revenues $7.2 billion 
lower in 2015–16 than in 2014–15 (about 16% of total expenses). The spring 
fiscal initiatives of the Notley government will reduce the revenue hole by 
about $2.1 billion once fully implemented in 2016–17, but even with these 
measures an annual $5 billion budget gap remains.

However, the budget problem is actually larger than this. Alberta has been 
borrowing to support capital (infrastructure) spending, and that is projected 
to continue at over $5 billion annually for several years. Debt was $4.6 billion 
in 2011–12, is expected to reach $18.3 billion in 2015–16 and is projected 
to reach (but will likely exceed) $31.2 billion in 2018–19. That this policy of 
borrowing to finance capital spending was initiated when resource revenues 
were large indicates a structural deficit. Continuation of the policy of 
borrowing for capital implies accumulating a permanent debt equal to the 
province’s capital stock.

To overcome the revenue hole stemming from low oil prices and to avoid 
adding to provincial debt, the government faces a larger fiscal problem – a 
problem perhaps as much as twice the size of that usually indicated, that is, 
about $10 billion a year.
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Looking Ahead in a Low Energy Price Environment:   
Considering Options

Revenues projected in this report come from the Prentice budget of March 
2015 adjusted for the tax initiatives introduced by the Notley government in 
the spring session of the legislature. Six expenditure scenarios are outlined: 
four are generic and two evolve from the election campaign (that of the 
Prentice budget and that implied by the NDP platform).

The key questions addressed in the budgetary alternatives section of 
the report include: How do the revenues projected under the Notley 
government’s June revenue regime compare with the expenditures projected 
under the various spending scenarios? Will the projected revenues meet 
expenditures or will there be a gap, and, if so, how big? The documented 
plans extend to 2019–20 and, because policies take time to come into effect, 
the consequences are estimated for that date.

Both the Prentice budget and the NDP platform imply significant cuts 
in program spending if no further revenue initiatives are implemented. 
Program expenditures would fall to 16% and 17% of household income, 
respectively, compared to the long-term average of 20.3% and the 2014–15 
level of 18.7%. Both levels are lower than the 18.3% experienced during the 
depth of the Klein era cuts.

It is clear that if Albertans prefer maintaining services at the 2014–15 levels 
– that is, 18.7% of household income – then additional revenues will be 
required.

What options are available to raise the revenue needed to support the 
provincial programs and services? The Alberta government, like any other 
government, has at its disposal the ability to increase corporate and personal 
income taxes, as well as sales taxes, special fees, levies, and surcharges. Any 
decisions ultimately made on this front will involve a complex array of 
political and economic factors. This report does not prescribe decisions for 
the government, but rather outlines the broad contours of available policy 
options and illustrates one scenario capable of maintaining the current level 
of services. 
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Conclusion
The recent collapse of oil prices is forcing Albertans to reassess the province’s 
fiscal situation. The Prentice government acknowledged the full nature and 
extent of the problem, but events have left the unenviable task of finding a 
solution in the hands of the Notley government. 

The analysis in this report suggests that the choices facing Alberta are not 
appealing, and that some move to higher taxes, and taxes necessarily borne 
by typical Albertans, is probable. In fact, given the forecasts for the Alberta 
economy, higher taxes will be necessary if Alberta is to overcome the drop in 
resource revenues and stop accumulating debt – that is, put the province on a 
sustainable fiscal path – without a significant reduction in services. 

On the positive side, a sufficient increase would still leave the tax levels 
of Albertans no greater than during the pre-boom level of the late 1990s. 
The expected extent of tax increases will reduce but certainly not eliminate 
Alberta’s tax advantage relative to other provinces. Such a narrowing 
should not be a surprise. If, as anticipated, resource revenues have difficulty 
maintaining their relative importance in the Alberta fiscal base, Alberta’s tax 
structure will need to become more like that of other provinces. 
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1. Introduction
A surprising election upset in May 2015 brought Rachel Notley’s New 
Democratic Party to power in Alberta. After 44 years of Progressive 
Conservative government, many foresee a fresh approach to provincial 
governance. An indication of that emerged in the June 2015 sitting of 
the Legislature, during which the new government introduced a series 
of substantial changes, including the banning of corporate and union 
donations to political parties, increasing Alberta’s corporate income tax by 
two percentage points (effective June 30), the replacement of Alberta’s “flat” 
personal income tax with a progressive system for incomes over $125,000 
(to come into effect October 1), and even a post-secondary education tuition 
freeze and promise to increase the minimum wage to $15 an hour by 2018. 

A new 2015–16 budget, however, has been deferred until the fall and is 
awaited with great anticipation. The analysis in this report is not intended 
to predict what might be forthcoming in the fall budget. Rather, it more 
modestly aims to outline the fiscal situation that the province faces and to 
note some of the budgetary options that might be considered. As such, this 
study focuses on the longer term (i.e., a five-year horizon) and not on the 
immediate issues.

In March, then-premier Jim Prentice presented a bleak budget with 
unpleasant projections and consequences, but also a budget that 
acknowledged growing fiscal difficulties that had been shoved aside for 
too long. How much that budget had to do with his government’s crushing 
election defeat is left to speculation. 

Unfortunately, the economic and fiscal circumstances underlying Prentice’s 
bad news budget have not diminished with the change of government. The 
new NDP government will have to address an unenviable situation. Barring 
a rapid, exceptional, and unexpected turnaround in the energy sector, the fall 
budget and its projections is unlikely to provide cheery reading beyond, one 
should hope, providing a realistic path to fiscal stability and sustainability for 
the province. 

This report is designed to help Albertans understand the province’s fiscal 
situation and the major options that might be employed and, so, be better 
able to judge the fall budget when it arrives. There are four major sections 
to the report. To provide context to the current situation, the first section 
is a historical review of provincial government expenditures and revenues 
in Alberta. This section notes that for the past 20 years Alberta has spent 
at about the provincial average per capita level but, thanks to its resource 
revenues, has enjoyed the lowest taxes in Canada.
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The second section assesses the fiscal crisis that has emerged (again) with 
the most recent collapse of oil prices, and looks at the fiscal projections for 
the next five years. Unfortunately, the fiscal problem is larger than simply 
the immediate decline in resource revenues because the province has been 
operating with a structural deficit for some years. 

The third section explores a range of expenditure alternatives and the 
associated revenue implications, including those implied by the Prentice 
budget and those suggested by the NDP election platform and the actions 
of the Notley government to date. Drawing on the analysis in the second 
section, it brings the alternative expenditure and revenue projections 
together and examines the revenue generating options. As an illustration, 
the revenue requirements for maintaining the current level of services are 
outlined and the fiscal implications discussed. 

Higher taxes and a smaller tax advantage are to be expected if, as is the 
long-term projection, resource revenues are to provide less than half the 
contribution to the province’s fiscal capacity that it did during the resource 
boom of 2000 to 2009. That is, as the contribution of resource revenues 
shrinks, Alberta public finances will probably become more like those of 
other provinces.

Unfortunately, the fiscal problem 
is larger than simply the 
immediate decline in resource 
revenues because the province has 
been operating with a structural 
deficit for some years.

“
”
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2. A Historical Overview of Provincial 
Revenue and Expenditure

A useful starting point is a brief review of the Alberta government’s revenues 
and expenditures. That will help demonstrate where Alberta finances are 
at, how they got there, and what might lie ahead. Figure 1 shows the per 
capita levels of total revenues and total program expenditures since the fiscal 
(budget) year 1990–91.1,2  The per capita basis facilitates comparison over 
this period of substantial population growth but note that no adjustment 
is yet made for inflation. Figure 1 shows that total revenues per person 
were relatively flat during the 1990s, grew quickly after 1999 until 2007–08 
(actually peaking in 2006–07), then fell sharply with the global financial 
crisis to a low in 2010–11, and have been recovering somewhat erratically 
since. 

Program expenditures per person have tended to follow a similar path, but 
with some notable differences. Expenditures started at about $6,000 per 
capita, but after 1992–93 dropped sharply to about $4,600 by 1996–97. Those 
were the initial years of Ralph Klein’s austerity program. The excesses of 
the Klein cuts began to be reversed in 1997–98, and that began 12 years of 
almost continuous increases in per capita spending. After 2008–09, growth 
slowed: expenditures were $10,138 per person in 2008–09 and by 2014–15 
had only increased to $10,464.

1  Provincial revenues and expenditures are 
reported here on the fiscal plan basis; 
that is, on the basis of the provincial 
budgets. The fiscal plan basis excludes 
the supplementary 
financial activities of the 
SUCH sector (schools, 
universities, colleges, and 
health entities), certain 
other Crown-controlled 
agencies, and also public 
pension liabilities. For 
example, while provincial 
grants to the universities 
are included in the fiscal 
plan accounts, university 
tuition is not included but 
tuition is included in the 
consolidated accounts. 
Overall, consolidated 
outlays are about 
10–12% larger than 
fiscal plan outlays. The 
government reports its 
Consolidated Financial 
Statements (fiscal plan 
plus excluded sectors) 
in the Government of 
Alberta Annual Reports. 
The Annual Reports 
also provide a final fiscal 
plan accounting for each 
budget year. The data 
reported here reflect 
the final accounting for 
2014–15 as reported in the 
2014–15 Annual Report of June 2015.

2  Program expenditures represent the annual 
costs of providing government services (or 
programs). They do not include the actual 
dollar outlay for capital purposes (e.g., 
infrastructure) but, instead, include capital 
amortization which represents the cost of 
the services of capital actually used during 
the year (i.e., an annual charge for capital 
used up in the provision of programs during 
the year). Actual capital spending and 
implications for government financing will 
be discussed later.

Note: Data are reported on a Fiscal Plan basis. See footnote 1 for details
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From 1994–95 to 2007–08, revenues exceed expenditures and Alberta ran 
surpluses. That resulted initially from the austerity of the early Klein years 
and then from the burgeoning of resource revenues stemming from the 
energy boom. Those surpluses allowed the province to pay off its public debt 
and accumulate financial reserves (notably in its Sustainability Fund). Those 
reserves proved valuable in enabling the province to finance the deficits 
that emerged after the financial crises (note 2008–09 to 2012–13) and to 
contribute to funding a substantial ongoing capital spending program. 

Since the Alberta government has realized surpluses in the last two fiscal 
years (2013–14 and 2014–15) one might ask, “What is the problem?” There 
are, in fact, two major problems. The first is that oil prices have fallen to half 
the level of a year ago and provincial resource revenues are predicted to drop 
as a result and be slow to recover. Notably, the province’s resource revenues 
were predicted to fall from $8.8 billion in 2014–15 to $2.9 billion in  
2015–16.3 Second, and not obvious from the discussion above, is that the 
province has been borrowing since 2009–10 to support capital spending 
and, in turn, accumulating debt and reducing its net financial assets.4 That 
the need for borrowing and also the drawing down of savings persisted 
even while oil prices and provincial resource revenues were high indicated 
a structural deficit. Supporting a structural deficit through deterioration of 
the financial position of the province cannot continue indefinitely. These 
prospects caused Jim Prentice to argue that there was a $7 billion revenue 
gap resulting from Alberta’s over-reliance on resource revenues to meet 
expenditures, and to outline a 10-year plan to put things right.5,6

The significance of the resource revenue problem and the fact that it presents 
an obvious and immediate difficulty warrants further comment. The Alberta 
government relies heavily on volatile natural resource revenues. Since 
1990–91 they have ranged between $780 and $4,319 per person and between 
15% and 41% of total revenue. The energy boom and the accompanying 
expansion in resource revenues to the province contributed heavily to the 
growth in total revenues from 2000 to 2008. The global financial crises and 
the accompanying collapse in energy prices (a sustained collapse in the case 
of natural gas) knocked natural resource revenues back to about $2,000 
per person after 2008–09 until this year. Unfortunately, the drop in WTI 
oil prices from about US$100/barrel early in 2014–15 to about US$40–60/
barrel more recently has initiated another energy shock and has set the stage 
for a further sharp decline in the province’s resource revenues. The potential 
impact of that is reflected in the projections portion of the per capita natural 
resource revenue line in Figure 1. With oil prices averaging US$80.48 in 
2014–15 and revenues bolstered by the decline in the Canadian dollar, 
resource revenues were $2,170 per capita in 2014–15. 

3  These figures are the estimates from 
the March 2015 Budget. More recent 
estimates for the current fiscal year are 
not available but Alberta Energy’s estimate 
for the 2015 price of WTI (West Texas 
Intermediate), about US$57/barrel, is 
essentially the same as the US$55.84 
assumed in the budget (see Monthly 
Royalty Rates Information at www.energy.
alberta.ca/OilSands/1513.asp). The WTI 
price is down from an average of US$80.48 
in 2014–15. For insight on the impacts 
of energy prices on royalties see Sara 
Dobson, Peering into Alberta’s Darkening 
Future: How Oil Prices Impact Alberta’s 
Royalty Revenues, SPP Research Papers, 
Volume 8, Issue 14, The School of Public 
Policy, University of Calgary, March 2015. 
http://www.policyschool.ucalgary.ca/sites/
default/files/research/alberta-oil-prices-
dobson.pdf.

4  Direct borrowing for capital projects was 
$3 billion in 2014–15 (less than the $4.9 
billion budgeted thanks to an unexpected 
operating surplus). Total liabilities for capital 
projects are approaching $12 billion, and 
the March Budget 2015 predicted the 
amount reaching $31 billion by 2019–20 
before borrowing would no longer be 
necessary according to the budget plan.

5  See the Prentice government’s Putting 
Things Right: A Responsible, Strategic Plan 
to Secure Alberta’s Future at http://alberta.
ca/albertacode/images/GOA-10-Year-
Strategic-Plan-March2015.pdf.

6  The importance of resource revenues 
in Alberta budgets (particularly given 
its volatility) has been a concern to and 
interest of many public policy experts. See, 
for example, Shannon Stunden Bower, 
Trevor Harrison, and Greg Flanagan, 
Stabilizing Alberta’s Revenues: A Common 
Sense Approach, Parkland Institute, 
University of Alberta, February 2013, http://
s3-us-west-2.amazonaws.com/parkland-
research-pdfs/stabilizingalbertasrevenues.
pdf; Ron Kneebone, Minding the Gap: 
Dealing with Resource Revenue in Three 
Provinces, SPP Research Papers, Volume 
8, Issue 20, The School of Public Policy, 
University of Calgary, April 2015, http://
www.policyschool.ucalgary.ca/sites/
default/files/research/mind-gap-kneebone.
pdf; and, Melville McMillan, “Investing 
for Alberta’s Future: Improving the Use 
of Non-Renewable Resource Revenue 
in a Resource Rich Province,” Pp. 73-82 
in Seizing Today and Tomorrow: An 
Investment Strategy for Alberta’s Future, 
edited by Roger Gibbins and Robert Roach. 
Calgary: Canada West Foundation, 2006.
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However, the impact of the drop in prices will be felt fully in 2015–16. The 
March 2015 budget predicted resource revenues in 2015–16 to be just $682 
per capita, a drop of almost $1,500.

The sharp decline in oil prices creates an untimely and unpleasant welcome 
for the Notley government. Although oil prices declined over the last nine 
months of 2014–15 and the Alberta economy slowed substantially (to the 
point of a possible recession), the budget year ended on an upbeat note, 
with a somewhat-larger-than-expected surplus of $1.4 billion. The full 
consequences of the lower oil prices on provincial revenues will only appear 
in 2015–16, and return to a deficit is almost certain. 

The unfortunate timing may result in the new NDP government being 
unfairly painted with the adverse shift in provincial finances. Nonetheless, 
the new government will need to budget for both a short-term and a longer-
term horizon that has changed little since the March 2015 budget was 
presented.

The Prentice government laid out plans for spending and revenues, also 
reflected in Figure 1. The plan was to constrain spending by holding per 
capita expenditures constant at about $10,000 after some initial spending 
cuts were made, and to introduce new personal taxes and increase numerous 
charges and levies. However, this approach still expected at least half of the 
projected revenue increase by 2019–20 to come from a recovery in resource 
revenues. 

The Notley government has already indicated a somewhat different 
approach, but just what the strategy is will be fully revealed in the fall 2015 
budget. Without question, structuring a budgetary policy and fiscal plan 
in an oil price downturn will be challenging. The remainder of the report 
examines what underlying economic pressures exist and reflects on possible 
options for addressing the budgetary problem.

2.1 Program Expenditures as a Percentage of 
Household Income

The consideration of expenditures (and revenues) over many years requires 
more detailed analysis than is offered in Figure 1. Comparisons over time 
need to consider population change, price change, and real income change. 
Population and price change are widely recognized, but change in real 
income is less often acknowledged. To illustrate, between 1990 and 2011, real 
family incomes rose 16.7% in Canada and a striking 50.1% in Alberta.7  

7  These figures are for the market incomes 
of all family units as reported in CANSIM 
Table 2020202.
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A convenient way to incorporate price and income change together is to 
look at changes in average household income, which increases due to both 
inflation and productivity growth. This is the approach used in Figure 2, 
where program expenditures are calculated as a percentage of household 
income.

Household incomes are a useful comparator for three main reasons. The first 
is that income is a major determinant of demand for goods and services, 
including those provided by governments. A second reason is that household 
income is a measure of fiscal capacity; that is, it accounts for the ability of a 
province or country to provide or finance public outputs.8 Finally, because 
labour is an important input into public goods and services and governments 
must be competitive in the wages and salaries, average incomes reflect a 
significant cost component of government budgets.

Figure 2 shows provincial program expenditures for Alberta and the 
Canadian provincial average as a percentage of household income.9 To better 
illustrate relevant historical developments, the data stretches back to  
1981–82. To assist the reader orienting to the timeline, Alberta’s premiers 
from Lougheed to Prentice and their terms are indicated.

Program expenditures represented a strikingly large percentage of household 
income in Alberta during the Lougheed and Getty years but they have been 
much smaller and relatively steady since. The energy boom of the Lougheed 

8  In cross-country analyses, 
Gross Domestic Product 
(GDP) is often used 
as a measure of fiscal 
capacity and government 
expenditures are often calculated as 
a percentage of GDP. That could be 
employed here but, in the case of Alberta, 
GDP fluctuates substantially because of 
volatile energy prices. Household income 
is a more stable but parallel trending 
measure. Public finance variables have also 
been compared to personal incomes in the 
analysis of municipal government finances 
in Alberta. See Melville McMillan and Bev 
Dahlby, Do Municipal Governments Need 
More Tax Powers? A Background Paper 
on Municipal Finance in Alberta, SPP 
Research Papers, The School of Public 
Policy, University of Calgary, November 
2014, http://www.policyschool.ucalgary.
ca/sites/default/files/research/mcmillan-
albmunicipfinance.pdf. The personal 
income series has been superseded by 
household income.

9  Program expenditure data comes from 
Finance Canada’s Fiscal Reference 
Tables of October 2014 but with the 
levels for 2013–14 and 2014–15 for 
Alberta calculated from the updates in 
the Historical Fiscal Summary of the 
Government of Alberta 2015 Annual 
Report. Population numbers are from Table 
510001 of CANSIM.



11

Hard Math, Harder Choices: Alberta’s Budget Reality 

years fueled a high level of provincial government spending – rising to the 
equivalent of more than 30% of household income. With weaker energy 
prices, those levels were not maintained. 

The Getty government tightened spending but ran a series of deficits and 
accumulated considerable debt.10 Under Klein, expenditures were cut and 
fell from 25% to about 18% of household income before increasing to about 
20% by 2000. Since then, program expenditures have remained relatively 
constant, averaging 20.3% of household income between 1999–2000 and 
2013–14. Despite the substantial ups and downs in the provincial economy 
and the state of provincial finances, the percentage has only ranged between 
19.4% and 21.7%. 

Notice that since 2010–11, the trend has been downward – from 21.7% to 
18.7% this past year (i.e., 2014–15). This most recent level is notably low: 
Albertans only experienced percentages lower than 18.7% during three years 
in the midst of the Klein cuts.

Alberta’s provincial expenditures are often compared to those of the other 
provinces, typically with claims that Alberta’s spending is higher. Such claims 
are usually misleading, if not outright false. The average provincial spending 
relative to household income is also plotted in Figure 2. That path shows 
striking consistency. From 1981–82 to 2006–07, the program expenditures of 
the 10 provinces averaged 21.4% of household incomes and moved between 
20% and 23%. From 2007–08 to 2012–14, the percentage rose to an average 
of 24.9% – probably largely reflecting a slowed growth of household income 
following the global financial crises. Obviously, Alberta’s program spending 
was high relative to the 10-province average up to 1993–94. Since 1994–95, 
however, Alberta’s expenditures have represented a smaller percentage of 
household income than the average province. In this context, Alberta is not, 
and has not been for two decades, a big spender.

One should also compare the per capita dollars of program spending. 
Because Alberta is a high-income province (per capita household income 
was 29% greater than the Canadian average in 2013), a given percentage of 
income represents more dollars per person in Alberta. However, looking at 
the per capita expenditures does not change the result: Alberta is not a large 
public spender and has not been for many years. That fact is demonstrated 
in Figure 3, which shows the minimum and maximum levels of expenditures 
per capita in the provinces and that in Alberta from 1981–82 to 2013–14. 

Since 2010–11, the trend 
has been downward – from 
21.7% to 18.7% this past year 
(i.e., 2014–15). This most 
recent level is notably low: 
Albertans only experienced 
percentages lower than 
18.7% during three years in 
the midst of the Klein cuts.

“
”

10  In 1993–94, debt net of financial assets 
stood at $8.4 billion, the equivalent of 
53% of provincial revenues. After allowing 
for financial assets (notably the Heritage 
Savings Trust Fund), net financial assets 
were negative from 1991–92 to 1998–99.
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Prior to 1994–95, Alberta was the big spender. Over the 13 years prior to 
that year, Alberta ranked number one and program expenditures averaged 
39% more per capita than the average province. From 1994–95 to 2013–14, 
however, per capita program expenditures in Alberta have averaged only 
3.2% more than the Canadian provincial average. Alberta has not been the 
highest per capita spender in any of those years; on average it has ranked 4.2 
from the top among the provinces and it has ranged from second highest 
to seventh highest. Memories of the 1980s are long-lived and some find it 
convenient to perpetuate a contrary myth, but the fact is that despite its 
prosperity the Alberta government is just an average spender.11

These conclusions contrast with what Albertans were told prior to the March 
budget and during the spring election campaign. The Prentice government 
claimed that Alberta had spent $1,300 per person more than the “national” 
average in 2013–14.12, 13 The implication, if not the actual argument, was that 
expenditures were too high and should be reduced. 

That $1,300 per capita figure needs some explanation. First, note in Figure 
1 that the per capita expenditure for 2013–14 is a peak value. The reason 
for the relatively high amount is, in part, that there was an exceptional $2.8 
billion cost for flood assistance that year. If 2013–14 had been a normal 
year for disasters – rather than experiencing a “once in a hundred year” 
flood – expenditures would have been $683 per capita lower.14 Removing the 
extraordinary flood costs reduces the reported $10,880 per capita program 
spending to $10,197. 

11  For an earlier comparative analysis of 
provincial government spending, see 
Melville McMillan, Breaking the Myth: 
Alberta’s spending is mediocre at best. 
Parkland Institute, University of Alberta, 
October 2009, http://parklandinstitute.ca/
research/summary/breaking_the_myth. 
That report used data from Statistics 
Canada’s Financial Management Series 
which afforded more comparable 
government expenditure and revenue data 
than that in the Fiscal Reference Tables. 
That data also showed that Alberta was 
not a big spender compared to other 
provinces. Also see Greg Flanagan, Looking 
in the Mirror: Provincial Comparisons 
of Public Spending, Parkland Institute, 
University of Alberta, March 2015, http://
parklandinstitute.ca/research/summary/
looking_in_the_mirror.

12  See the Prentice government’s 
Backgrounder on Alberta’s Fiscal Situation, 
Alberta Treasury Board and Finance, 
January 2015, http://www.finance.alberta.
ca/publications/fiscal/spotlights/2015-0115-
Backgrounder-on-Alberta-Fiscal-Situation.
pdf.

13  Even as reported in the Backgrounder, 
Alberta ranked third in per capita program 
spending.

14  Non-flood disaster assistance was 
budgeted at $200 million in 2013–14 and 
actual expenditures were $142 million. 
For 2014–15, $132 million was spent for 
residual 2013 flood assistance and another 
$202 million for other disaster aid. 
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Second, the national average figure used for comparison is $9,555 per capita. 
But this figure is not the average one might expect. That is, it is not the 
average of 10 per capita provincial expenditure numbers. Rather, it is the 
Canadian total of provincial expenditures divided by the Canadian total of 
provincial populations. This method gives more weight to provinces with 
larger populations. Hence, Ontario, which happens to have the lowest per 
capita spending, gets 39% of the weight, while a province like Manitoba, with 
relatively large per capita spending, gets just 3.6% of the weight.15  

If one averages over the 10 provinces using the levels reported in the Prentice 
government’s Backgrounder on Alberta’s Fiscal Situation, the average 
per capita level of program expenditures was $10,320, meaning Alberta’s 
representative per capita spending of $10,197 in 2013–14 was actually 
below the provincial average.16 Thus, the choice of year and the method 
of comparison used in the Backgrounder, which otherwise presented a 
respectable overview of Alberta’s fiscal situation, were exaggerating if not 
outright misleading on the relative level of public expenditures. 

Some advocate holding government expenditure growth to the rate of 
population growth plus inflation.17 While superficially appealing, as might be 
expected from what has already been said, citizens and governments should 
be cautious of this simple fiscal rule. The reason for caution can be realized 
quickly by looking at the consequences. 

For example, if Alberta had followed this guideline since 1999–2000, how 
would its program spending have evolved and how would it compare with 
that of other provinces? First, Alberta’s per person expenditures would have 
slipped from its fifth ranked position in 1999–2000 to tenth place in 2007–08 
and remained there. Second, Alberta would have dropped from spending 
about the provincial average per person to about 75% of the average by 
2009–10 and continued at that level. Third, Alberta would have gone from 
spending 14% more than the lowest spending province in 1999–2000 to 
spending 8% less than any other province today. Finally, per person program 
expenditures would be $8,011 in 2014–15, rather than $10,464 (essentially 
the provincial average). 

One can thus determine that the inflation plus population growth fiscal rule 
would generate rather unappealing levels of government services over time 
because no account is taken of income growth. 

The conclusions of this review of expenditures are clear: despite the frequent 
claims otherwise, the provincial government of Alberta is not a “big spender” 
on public programs. Since 1994–95, Alberta has not had the highest per 
capita program spending among the provinces. Rather, since then it has on 
average ranked fourth and spent just 3.2% more per person than the average 
province. Over the past five years, Alberta has been remarkably average. 

15  In addition, Ontario’s low value is 
misleading. Ontario relies more heavily 
upon its local governments to fund public 
services than do other provinces. As a 
result its provincial expenditures understate 
relative to other provinces its overall public 
spending; that is, its consolidated provincial 
plus local government expenditures.

16  For comparison, 2014–15 per capita 
program expenditures in Alberta was 
$10,464.

17  This recommendation often comes from 
the Fraser Institute. See for example, Mark 
Milke, Post-boom Spending in Alberta: A 
$41 Billion Splurge and Lost Opportunities, 
Fraser Institute, August 2014, http://www.
fraserinstitute.org/sites/default/files/post-
boom-spending-in-alberta.pdf.

Despite the frequent claims 
otherwise, the provincial 
government of Alberta is 
not a ‘big spender’ on public 
programs.“
”
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In addition, program expenditures have represented a strikingly uniform 
percentage of household income. Since 2000, program expenditures have 
averaged 20.3% of household income with relatively little variation.18 The 
trend has been downward since 2010–11, and the level of 18.7% of household 
income for 2014–15 is the lowest since the Klein cuts and approximates the 
levels experienced during that period of austerity in the mid-1990s. While 
not denying there may be potential for improvements in efficiency, the 
evidence suggests quite clearly that Alberta does not have an expenditure 
problem.19 

2.2 Provincial Revenues as a Percentage of 
 Household Income

Further investigation of provincial revenues is also revealing. As with 
expenditures, it is valuable to look at revenues also as a percentage of 
household income so as to obtain a perspective on their importance, 
especially over time.20 Total revenues and major components are reported in 
Figure 4 for the years since 1990–91. The top (blue) line in the figure is total 
provincial revenues. Though somewhat erratic, it averaged 24% of household 
income to 2008–09, after which it dropped to about 20% of household 
income. 

18  This level is very similar to the 10-province 
average of 21.4% observed from 1981–82 
to 2006–07.

19  Whether a large or small spender relative 
to other provinces does not mean that 
efficiency might not be improved or funds 
allocated more effectively. The evidence 
does indicate that, given the normal 
operations of governments, the levels in 
Alberta over time are relative consistent 
and are comparable to those in most other 
provinces.

20  Again, these are reported on a Fiscal Plan 
basis (as of the end of 2014–15) and not a 
Consolidated Account basis. See footnote 
1 for details.
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Resource revenues are a major reason for the variability and for the decline 
in total revenues, as indicated in the green line of Figure 4. Resource 
revenues amounted to the equivalent of 4.5% of household income from 
1990–91 to 1999–2000, then increased to an average of 8.1% until 2008–09, 
and then dropped back to 4.5% to 2014–15. Thus, despite the doubling 
of per capita dollar resource revenues since 1998–99 (see Figure 1), the 
relative contribution is the same now as before the energy boom. Investment 
income has not done as well, as indicated by the purple line of Figure 4. It 
represented the equivalent of 3.6% of household income in the early 1990s 
but has declined relatively steadily and, in the last five years, has averaged just 
1.3% of household income.21 

Now consider other own-source revenues, that is, provincial revenues 
excluding natural resource revenues, investment income (and federal 
government transfers).22  These include taxes, charges (such as premiums, 
fees, and licences), net returns from government enterprises, and other 
miscellaneous minor revenues. This total represents what Albertans pay out 
of pocket for provincial government services. As indicated in the red line of 
Figure 4, during the early 1990s, own-source revenues less natural resource 
revenues and investment income rose as a share of household income as 
Alberta closed its deficit and moved back into surpluses. The share increased 
from 12% to about 14% over five years, where it stayed until 1999–2000, 
when an improved economy, return to surpluses and, especially, almost a 
decade of high resource revenues initiated a series of tax and other revenue 
reductions. 

In particular, the single rate personal income tax was introduced (reducing 
the share of personal income paid as tax), corporate tax rates were reduced, 
the level of the provincial education/school property tax as well as that 
for tobacco and fuel taxes were allowed to decline, and provincial health 
insurance premiums were eliminated. As a result, the Alberta taxpayer saw 
the tax load fall from 14.24% of household income in 1999–2000 to 12.1% in 
2014–15 (and an average of 11.6% since 2010–11). This decline represents a 
15% to 18.5% drop in Albertans’ overall tax rate. 

In summary, Albertans have benefited from considerable tax reductions 
since 2000. However, low and volatile investment income, accumulating debt, 
and a diminished contribution from resource revenues that are destined to 
drop substantially in 2015–16 and be low into the foreseeable future threaten 
the ability to sustain what is, by almost all standards, an unusually low level 
of taxation.

21  Various factors contribute to the downward 
trend in investment income. While true that 
interest rates have declined, considerable 
portions of the investments are in equities 
(as reflected in the negative returns in the 
two years of sharp market downturns). 
More important is that a major source 
of the investment income, the Heritage 
Savings Trust Fund, has been declining 
in real per capita terms (to about half the 
level today of what it was in 1990–91) 
and the Sustainability Fund, the second 
major investment pool, was a short-lived 
investment of some magnitude. That is, 
the major problem is that the investment 
pool has declined relative to expenditures 
and household incomes.

22  Own-source revenues are those that the 
government receives from taxes, charges, 
etc. that it levies and from returns on 
the assets it owns. The province also 
receives transfers (grants) from the federal 
government. Those have amounted to 
about 2.5% of household income for many 
years.
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The general trends in all the revenues lines in Figure 4 from 2000 to today 
are downward. That is, the levels of investment income, resource revenues, 
other own-source revenues and, in turn, total revenues correspond to a 
smaller share of household income now than they did in 1999–2000. While 
provincial government revenues have been declining as a share of household 
income, expenditures have been a relatively constant percentage. The 
ultimate result has been frequent deficits and accumulating debt in recent 
years. With the collapse of resource revenues thrust upon the province and 
the prospect of a lengthy period of low oil prices, the sustainability of the low 
tax load in Alberta is called into question.

2.3 Alberta’s Assets and Debt

A quick review of the province’s balance sheet completes the historical 
analysis of the fiscal trends and situation. Figure 5 outlines the asset and 
debt positions of the province since 1994–95.23 At that time, the province 
had accumulated considerable debt, which the Klein government undertook 
to reduce and eliminate. The provincial debt was deemed to have been paid 
off by 2004–05. Aided by an improving economy and energy sector, the 
province also accumulated both financial and real (capital/infrastructure) 
assets. Net financial assets peaked in 2007–08 at $39.4 billion or $15,244 per 
capita. Those assets have been reduced, primarily to cover the recent deficits, 
and were $20.1 billion at the end of 2014–15.

23  Assets are as reported in the Historical 
Fiscal Summary. Accumulated debt is the 
amount outstanding for capital financing 
plus an amount borrowed to meet the 
government commitment towards 
funding the Teachers’ Pension Plan. 
That is, it reflects the debt related to the 
government’s fiscal plan. The amounts 
reported exclude large liabilities and assets 
associated with various agencies and 
pension funds that are accounted for in 
the Statement of Financial Position in the 
Consolidated Financial Statements. 
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Despite the recent fiscal difficulties, the province continued to invest in 
capital assets. Although net financial assets have been declining since 2007–
08, capital assets have grown from $14.1 billion in 2007–08 to $26.3 billion 
at the end of 2014–15. Examination of the data suggests that the policy to 
maintain capital investment during the 2009 recession was effective counter-
cyclical fiscal policy and did much to maintain employment and economic 
activity, especially during the worst of the downturn. 

Since 2012–13, despite a strong economic recovery but with readily 
accessible financial assets waning, the province has relied significantly upon 
borrowing to finance capital expenditures. As a result, accumulated debt 
is increasing quite rapidly – from $4.6 billion in 2011–12 to $12.9 billion 
in 2014–15, and that for capital financing was forecast in the March 2015 
budget to reach $31.2 billion in 2018–19.24 The growth of capital assets in 
parallel with debt contributed to an uptick in net assets (capital and net 
financial) despite the continuing deterioration in net financial assets. More 
important from a political perspective, the expanded borrowing has allowed 
the province to maintain expenditures for needed infrastructure without 
further tightening program spending or raising taxes. 

On a closing note, it deserves mention that Alberta’s asset-to-debt position 
is unique among the provinces. Alberta is the only province to have negative 
net debt; that is to have financial assets in excess of its total debt.25

The policy to maintain 
capital investment during 
the 2009 recession was 
effective counter-cyclical 
fiscal policy and did much to 
maintain employment and 
economic activity, especially 
during the worst of the 
downturn.

“
”

24  This borrowing for capital expenditures 
does not appear as contributing to the 
provincial deficit. The province reports 
an “operational plan” deficit/surplus 
(which is what is reported as the deficit/
surplus) but not an overall deficit (i.e., total 
outlays less total revenues). This approach 
may be confusing, or at least obscuring, 
perceptions of the financial position of the 
province.

25  See Department of Finance Canada, Fiscal 
Reference Tables, October 2014, http://
www.fin.gc.ca/frt-trf/2014/frt-trf14-eng.pdf.
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3. Another Fiscal Crisis:    
What is Ahead?

As Albertans are well aware, 2014 saw dramatic changes in the energy sector, 
the Alberta economy and the prospects for provincial government finances 
as a result of sharp declines in oil prices. Delayed impacts on the provincial 
budget left the fiscal year 2014–15 ending on a positive note. Yet, the real 
impact hits in 2015–16 and was portended in the Prentice government’s 
March 2015 budget, which forecast a massive drop in resource revenue and 
a substantial deficit. The government may have changed with the spring 
election, but the economic and fiscal situation remains unchanged. 

3.1 How Large Is the Budget Problem?

Just what is the fiscal situation facing the Notley government? A 
straightforward way to assess the situation is to investigate what the impacts 
of the economic changes affecting the 2015–16 budget would be if they had 
occurred a year earlier, and thus had to be taken into account in the 2014–15 
budget.26 That is, it is an “as if ” comparison. The result is outlined in Table 
1. The first column reports the actual 2014–15 revenues from key revenue 
sources. The second column shows the projected revenues in 2015–16 due to 
changed economic circumstances (but without any change in fiscal policies). 
The dominating impact is that resource revenues are expected to drop from 
$8.9 billion to $2.9 billion. The weakening of the energy sector and of the 
economy generally is expected to reduce corporate income taxes by $1.3 
billion but personal income taxes are forecast to increase by $174 million. It 
is assumed that other revenues would be unaffected. 

In aggregate, revenues would decrease by $7.2 billion, from $45.3 to $38.1 
billion. This $7.2 billion drop in revenues is a reasonable estimate of the 
revenue loss faced by the new government in 2015–16.27 

26  This approach is a convenient way to 
look at the consequences on a fiscal 
plan basis (i.e., the basis used previously 
in this report and the normal budget 
reporting practice). The Prentice budget 
of March 2015 reported on a consolidated 
financial basis, which makes it difficult to 
convert projections to a fiscal plan basis. 
Fortunately, the Office of the Auditor 
General reported the main features of the 
2014–15 budget on a financial plan basis 
as well as on the consolidated basis in the 
2014–15 Annual Report of the Government 
of Alberta. Finances are normally reported 
annually on both bases in the Annual 
Reports and a reconciliation of the two 
provided. The Redford government also 
modified the budget presentation which 
complicated if not obscured the data. The 
Auditor General also converted the primary 
elements of that budget to the customary 
fiscal plan structure.

27  It is also the estimated revenue loss faced 
by the Prentice government in structuring 
its March 2015 budget.
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Table 1. Fiscal Impact of 2015-16 Changes on 2014-15 Budget (millions of dollars)

 2014-15
2014-15 

if 2015-16 
Impactsa

Revenue Change

Prentice Govt 
Proposed 
Revenue 

Augmentation

Notley Govt 
Revenue 

Augmentation

Personal Income Tax 11,042 11,216 174 726 900

Corporate Income Tax 5,796 4,529 -1,267 450

Resource Revenues 8,948 2,869 -6,079  

Other Revenues 19,496 19,496 0 1,174 755

Total Revenue 45,282 38,110 -7,172 1,900 2,109

Program Expenditure 43,133 43,133 624

Total Expense 43,847 43,847

Surplus 1,435 -5,737

Notes: a) PIT, CIT and resource revenues as estimated in March Budget without fiscal initiatives.

If no expenditures or tax changes were implemented between 2014–15 and 
2015–16, the $7.2 billion revenue loss translates to a deficit of $5.7 billion.28 
Assuming that expenditures are held constant is a reasonable approximation 
given that the Notley government, in its interim supply measures, introduced 
funding increases of $624 million to “restore” funding to major programs 
that had been reduced under the Prentice budget.29 

Various revenue initiatives were proposed by the Prentice government, and 
a rather different set of initiatives has already been introduced by the Notley 
government. As shown in the final two columns of Table 1, both amount to 
a planned increase of about $2 billion in additional revenue on a full year 
basis. 

The Prentice budget planned to generate $726 million from increased 
personal income taxes and an income based health levy and another $1.2 
billion from increases in various other tax increases (on fuel, tobacco, and 
insurance); increases to premiums, fees, and fines (notably motor vehicles 
fees, land titles and registrations, and traffic fines); and liquor mark-ups. 

The Notley government chose a different structure for augmenting revenues. 
Personal income tax increases (applying only to higher income earners) 
are expected to generate about $900 million on an annual basis; corporate 

28  Budget 2015 (e.g., p. 6) forecast a deficit 
of $5 billion after implementation of 
various revenue initiatives and expenditure 
reductions. The deficit is total expense 
(program expenses plus debt service 
costs) less revenues.

29  Because the Prentice budget was on 
consolidated basis it is difficult to estimate 
closely the planned 2015–16 fiscal plan 
expenses. Hence, the assumption that the 
announced increases in funding just offset 
Prentice budget reductions.
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In Alberta’s case, avoiding 
borrowing is expected 
to add $5 billion a year 
to the province’s revenue 
requirements. Hence, 
the current total revenue 
deficiency is actually in the 
order of $10 billion.

income taxes were raised two percentage points (from 10% to 12%) and are 
expected to produce about $450 million annually;30 and fuel, tobacco, fines, 
and liquor mark-ups parallel to the Prentice proposals were adopted (but 
not a number of the others) for additional revenues of $755 million. Once 
fully implemented, the Notley revenue initiatives are expected to generate 
$2.1 billion on an annual basis, versus $1.9 billion under the Prentice plan. 
If those additional revenues were fully realized in 2014–15, they would still 
leave a $5 billion revenue hole.

The Problem is Actually Bigger
The budget problem is actually bigger than the revenue drop or the deficit 
imply. Addressing the recent revenue deficiencies is only a first step. There 
is a second problem that recently emerged, and it relates to infrastructure 
financing.

As noted in the previous section, the province has been borrowing and its 
debt is increasing. In 2014–15, the province borrowed $3 billion to help 
finance $5.9 billion in capital spending. The amount borrowed was less 
than the $4.8 billion planned thanks to reduced capital spending and to 
an extra $768 million funded by surplus operating cash resulting from the 
better-than-expected financial results for 2014–15. Further borrowing will 
be necessary if the projected future capital investments of about $6 billion 
per year are to continue. The Prentice budget projected borrowing averaging 
$5.5 billion annually from 2015–16 to 2017–18 and for debt to reach $31.2 
billion in 2018–19. As argued below, continued borrowing at this pace, even 
to finance infrastructure, presents problems. In Alberta’s case, avoiding 
borrowing is expected to add $5 billion a year to the province’s revenue 
requirements. Hence, the current total revenue deficiency is actually in the 
order of $10 billion.31

The province has only recently turned to debt finance, starting significantly 
in 2012–13. That move was accompanied by the argument that the 
borrowing was to finance capital investment, and is therefore justifiable. 
There are several points to be made on this subject. First, the argument that 
the borrowing is for capital is illusionary. Given the spending program, 
debt is not specific to capital outlays. To demonstrate, if capital outlays 
were financed from current revenues and if the amounts borrowed were 
attributed to the financing of health or education programs, the financial 
position of the province would be exactly the same as when the borrowing is 
attributed to capital expenditures. That is, the total expenditures (capital and 
operational), total assets (capital and financial), and total debt (and assets 
and net assets) would be exactly the same in both cases. The claimed purpose 
of the borrowed funds is irrelevant to the province’s bottom line.32 

“
”

30  The CIT revenue projections of $350 
to $550 million for 2016–17 indicate a 
modest increase in CIT revenue for a 
20% increase in the tax rate from 10% to 
12%. Increased revenue of $450 million 
is about one-half the revenue implied by 
a projection from the estimated revenue 
in 2015–16 in the Prentice budget that 
was expected to result under a 10% 
rate (i.e., $4,529 million x 0.2 = $905.9 
million). Exactly what factors contribute 
to this difference is unknown. Part of it 
may result from accounting provisions, 
but some loss is also to be expected 
from the leakage of corporate profits and 
taxes to other jurisdictions as a result 
of the increased rates. Corporations 
with international and multi-province 
operations have opportunities to shift 
some profits to lower tax jurisdictions. 
Only the Atlantic provinces have higher 
CIT rates than Alberta. For insights into 
the interjurisdictional tax leakage issue 
in Canada, see Jack Mintz and Michael 
Smart, “Income shifting, investment, and 
tax competition: theory and evidence from 
provincial taxation in Canada,” Journal of 
Public Economics 88 (2004) 1149-1168, 
http://homes.chass.utoronto.ca/~msmart/
wp/mintz-smart-jpube04.pdf.

31  This estimate is less than the simple sum 
of the revenue loss and the amount of 
borrowing because of removing about $1 
billion in amortization of capital already 
charged to program spending.

32  Also, that infrastructure may provide a 
return to society exceeding the bond 
rate of interest is irrelevant. Citizens 
should expect the social benefits of all 
government spending to exceed the social 
costs (i.e., pass a social benefit-cost test 
whether infrastructure or not).
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Borrowing for capital spending only “makes sense” compared to the rather 
unappealing and inefficient alternative of maintaining program spending 
while doing without new infrastructure and/or allowing the existing 
infrastructure to deteriorate. As evidenced by the infrastructure deficit 
resulting from the cuts during the early years of the Klein government, 
cutting capital spending is bad policy.

For provincial governments, capital spending requirements are a regular and 
ongoing demand. Governments own a vast amount of infrastructure. Each 
year some of that wears out or becomes obsolete and needs replacement 
or renewal. Thus, new capital needs to be added annually as old capital 
deteriorates in order to maintain a constant or gradually growing stock of 
infrastructure. For government, capital expenditures make a regular demand 
on the budget just like an annual program expense (such as funding teachers, 
medical supplies, or policing). Hence, capital outlays can be budgeted for just 
like program expenditures. Thus, capital investments should be and typically 
are met without borrowing.33  

Government borrowing rationalized as being for capital is often compared 
to a family taking a mortgage to buy a home, but that analogy is faulty. 
Homeowners live a life cycle: investing in a home substitutes for renting and 
allows the accumulation of capital that eventually supports their retirement. 
Government, or a society, exists in perpetuity. Members join and share 
in (inherit) a stock of public capital, contribute to maintaining and likely 
increasing the stock during their lives, and leave an inheritance for future 
generations. Ideally, members do not underpay for the public infrastructure 
and pass to the next generation the capital stock along with a bill for its cost. 

Rather than being like a family buying a house, government borrowing is 
more like credit card debt. Enjoying the additional consumption as the credit 
balance builds up is nice, but once the credit limit is reached one is faced 
with living entirely off current income as well as having to repay the debt 
and interest. Credit card debt if paid off regularly is a convenience, but it can 
only increase the cost of the lifestyle being financed. A government relying 
upon debt to finance its infrastructure and repaying the debt regularly is in 
a similar situation. Given the level of program and infrastructure services 
being enjoyed, debt finance increases the cost to its citizens. As noted below, 
it is better to reserve deficits and debt for emergencies.

Borrowing, ostensibly for capital purposes, does have a certain political 
appeal: there are immediate benefits while the bulk of the costs/taxes occur 
during the terms of future politicians. Our budgetary methods obscure 
this reality from the public. Borrowing for capital projects does not appear 
as contributing to the provincial deficit. The deficit that appears in the 
provincial accounts is an “operational plan” deficit/surplus (only program 

As evidenced by the 
infrastructure deficit resulting 
from the cuts during the 
early years of the Klein 
government, cutting capital 
spending is bad policy.

“
”

33  For a more academic discussion of why 
governments should avoid borrowing 
for infrastructure finance, see see Bev 
Dahlby and Michael Smart, The Structure 
and Presentation of Provincial Budgets, 
SPP Research Papers, Volume 8, Issue 
25, The School of Public Policy, University 
of Calgary, May 2015, http://www.
policyschool.ucalgary.ca/sites/default/files/
research/provincial-budgets-dahlby-smart.
pdf. Dahlby and Smart conclude that, 
under scrutiny, the usual arguments for 
the debt finance of infrastructure “hold 
almost no water at all.” They also criticize 
the accounting and capital budgeting 
methods of provincial budgets for being 
“the primary reason why the public finds 
provincial budgets to be notoriously 
incomprehensible.”
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spending plus debt service costs versus revenues) but it is not an overall 
deficit (total outlays less total revenues).34 Focusing on an operational deficit 
and borrowing (claiming that it is “for capital”) is attractive for politicians 
not wanting to deliver bad news to their constituents (i.e., the need for 
tax increases or expenditure reductions). That is, it serves to mask fiscal 
problems and to defer remedial action. 

Alberta’s governments have been covering up the province’s fiscal problems 
for some years. Since 2008–09, the province has had five deficits and two 
small to modest operational surpluses. Initially capital spending was financed 
by drawing down financial assets, but as those ran low the government 
turned to borrowing. The drawdown and the borrowing, even while resource 
revenues were high and the economy was surging, demonstrated the 
emergence of a structural deficit35 – a deficit not due to a cyclic downturn in 
the economy but one due to government revenues in good economic times 
not being sufficient to meet expenditures. 

A structural deficit cannot be sustained. As evidenced particularly by the 
move to borrowing, Alberta has been in a structural deficit position for 
several years. The ploy of “borrowing for capital” became prominent under 
the Redford government as revenues, even with a prosperous economy, 
proved insufficient to meet expenditures. Lacking the appetite to raise taxes, 
it appeared content to gradually squeeze spending while waiting and hoping 
for a renewed boom in resource revenues to provide a bailout. Not only 
did that bailout not materialize, but the situation dramatically worsened. 
Stimulated by the new fiscal crisis, the Prentice budget reversed course and 
planned to end the practice by 2019–20 and avoid going further into debt.

If provincial governments get carried away with debt finance, constraints 
emerge. Sometimes those come from lending agencies, as with Alberta in the 
1930s and Saskatchewan during the 1990s.36 In other instances constraints 
are politically imposed, as was the case in Alberta in 1993 when the Klein 
government initiated its deficit and debt elimination program. The Prentice 
budget could have been another instance. Both those cases also illustrate 
the inclination towards financing all outlays from revenues. In 1993, debt 
amounted to 54% of revenues. In 2015, the Prentice government, watching 
debt increase from 6% of revenue in 2008–09 to a projected 59% by 2018-19, 
planned to not only eliminate the deficit but also end borrowing thereafter. 
For one reason or another, borrowing provides only temporary relief to 
taxpayers.

It is important to be clear that there is a legitimate case for deficits, 

Alberta’s governments 
have been covering up the 
province’s fiscal problems for 
some years. “ ”
34  Note Dahlby and Smart’s concern about 

the public finding government budgets 
“incomprehensible.” To illustrate with 
the recent Alberta situation, citizens are 
likely confused why the province needs to 
borrow and go further into debt when the 
budget is ostensibly balanced. 

35  A downward shift in oil prices with a long 
duration will only worsen the structural 
situation.

36  While Alberta enjoys a comparatively 
strong financial status, its growing debt 
has (probably prematurely) raised such 
concerns. Moody’s Investor Services, a 
credit rating agency, warned that continued 
borrowing could negatively impact the 
province’s AAA rating. See Darcy Henton, 
“Province’s debt jumps from $8.7B to 
$11.3B,” Edmonton Journal, July 20, 2015, 
A6.
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borrowing, and government debt. Economies rarely perform as expected. 
While we lean to optimism, sometimes economies perform worse than 
projected and government revenues are less than predicted. In such cases, 
cutting to balance the budget aggravates an already negative situation. 
Stability in government expenditures helps stabilize the economy. Indeed, 
even some increase in spending may result. The need for some services, 
such as unemployment insurance and social assistance, expands. Also, there 
may be opportunities to acquire infrastructure at lower cost or to use extra 
infrastructure spending to stimulate the economy. To meet the expenditure-
revenue gap, borrowing is typically necessary.37 Thus, there is logic to 
resorting to debt to smooth out fluctuations in revenues due to temporary 
economic downturns.

Alberta is obviously in an economic downturn this year. Revenues are below 
normal but public services need to be maintained. A deficit is expected and 
borrowing will be essential to avoid major and disruptive cuts in government 
expenditures. Fortunately, Alberta has a Contingency Fund of $6.5 billion 
to temporarily soften the blow and ease the transition to a more sustainable 
fiscal position. Even if energy prices do not recover to desired levels, this 
downturn will eventually pass. The discussion here is about the funding 
necessary to finance the provincial government in a stable normal economic 
environment.

It is essential to distinguish between the short-term and the long-term 
government financing. Debt incurred for short-term stabilization or 
emergencies is logical. Debt to finance the regular and ongoing outlays 
needed to build and sustain infrastructure, which implies gradually 
moving to a permanent level of debt equal to the value of the government’s 
capital stock, does not make sense. It only increases the cost to taxpayers. 
Unfortunately, misleading arguments have been used to obscure the 
province’s fiscal position from its citizens. 

Albertans face two fiscal problems: the obvious one of how to cope with a 
massive drop in resource revenues, and the one that has been swept under 
the rug of how to put an unsustainable capital financing program back on 
track. 

37  It can be argued that governments should 
accumulate surpluses in prosperous times 
to finance deficits during recessions. 
However, casual empiricism suggests that 
it is easier to borrow in times of economic 
weakness than it is to accumulate reserves 
in good times. Also, the term of the debt 
typically extends beyond the business 
cycle.
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3.2 Looking Ahead: The Next Five Years

With an understanding of the fiscal situation in 2015–16, projections can 
now be made for revenue, a series of potential expenditure alternatives, and 
their implications. 

The total projected revenues and the comparison of four different scenarios 
for expenditures from 2014–15 to 2019–20 are reported in Table 2.38 Revenue 
projections are based on the projections for 2015–16 (as outlined in Table 
1) assuming that the fiscal initiatives introduced by the Notley government 
in June are implemented as planned. Projections for resource revenues and 
transfers are those from the March 2015 budget, and the other sources of 
revenues are projected to grow at rates implied by that budget. Total program 
expenditures for 2015–16 (except for the first two scenarios outlined below) 
are assumed to equal those in 2014–15, which appears consistent with 
the restorations of funding announced in June’s interim supply measures. 
Estimates of program spending in subsequent years are made using four 
different assumptions.

Table 2. Revenue and Expense Projections to 2019-20 (millions of dollars)

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20

Total Revenuesa 45,282 39,825 42,690 46,785 51,091 55,986

Resource Revenues 8,948 2,869 3,477 4,753 6,279 8,739

Program, Expendituresb

A. Held constant at 2014-15 level of $10,464      
per capita 43,133 44,012 44,765 45,508 46,335 47,214

B. Population growth rate plus inflation 43,133 44,513 46,027 47,776 49,687 51,674

C. Equal to 18.7% of household income after 
2015-16 43,133 43,133 46,529 49,042 51,788 54,533

D. Grow to 20.3% of household income by      
2019-20 43,133 43,133 46,405 50,353 54,696 59,199

Notes: a) Revenues are based upon estimates for 2015-16 assuming initiatives adopted by the Notley government announced in June 
2015 are implemented. b) Program expenditures assume, but for scenarios A and B, that they are the same in 2015-16 as in 2014-15.

Total revenues in 2015–16 are forecast, including the impacts of the June 
revenue initiatives, to be $39.8 billion. That still amounts to a drop of 
$5.5 billion from 2014–15. Note that not all of the initiatives are fully 
implemented in the first year. Revenues are expected to grow thereafter, 
reaching $56 billion in 2019–20. About 36% of that predicted growth results 
from the recovery of resource revenues to $8.7 billion (just somewhat less 
than the $8.9 billion in 2014–15).39 

38  Projecting future trends always involve risk. 
They can be sensitive to the assumptions 
and are exposed to unexpected 
developments. Nonetheless, projections 
are necessary for planning. Relying here 
on the assumptions and projections of the 
March 2015 budget as the foundation for 
this analysis seems the most dependable 
base. 

39  The March budget (p. 10) predicted 
resource revenues of $10.3 billion in 2020–
21 and growing to $12.7 billion in 2024–25. 
Despite that recovery and growth, the 
relative contribution of resource revenues 
hardly changes. As a percentage of 
household income, resource revenues are 
projected to amount to 3.0% in 2019–20 
and to 3.5% in 2024–25, compared to 
3.9% in 2014–15. Such projections must 
be sobering for those looking to resource 
revenue growth to rescue the province 
from its fiscal problems.
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What additional fiscal policies may be required depends also upon 
expenditures. Four scenarios are contemplated to illustrate a range of 
possibilities, moving from the most restrictive (Scenario A) to the most 
lenient (Scenario D) expenditure policies. 

Scenario A assumes that program expenditures per capita are held at 
their nominal 2014–15 level of $10,464 per person. That is, the growth 
of total (program) expenditures here reflects only population growth 
so the real dollar value of the expenditures decline. Relative to other 
provinces today, pursuing that policy for five years would leave Alberta’s 
per capita spending exceeding only that of two provinces and put 
spending at about 90% of the 10-province average. In addition, program 
expenditures would be reduced to 16.2% of household income, a level 
about 2% below that experienced during the depth of the Klein era cuts. 

Scenario B assumes that an adjustment is also made for inflation, 
meaning total program expenditures grow at the rate of population and 
inflation. In this case, total program spending reaches $51.7 billion in 
2019–20. 

Scenario C allows expenditure growth to keep abreast of income 
growth. Hence, it reflects increases in population, inflation, and real 
incomes. It assumes that program expenditures will continue at 18.7% 
of Alberta household income, the same percentage that program 
expenditures represented in 2014–15. Program expenditures would 
then increase to $54.5 billion in 2019-20. 

Scenario D reflects the gradual expansion of program spending to 
20.3% of household income, the average level since 2000 and the 
level last experienced in 2012–13. Under this assumption, program 
expenditures in 2019–20 become $59.2 billion. Converting to 2014–15 
terms, following this scenario would make Alberta one of the larger 
per capita spending provinces (ranked about third), but spending only 
about 4% above the 10-province average. 

How projected revenues and expenditures match up under alternative 
scenarios offers an indication of potential relative successes in achieving 
policy goals. Similarly, they may help define the fiscal choices to be given 
serious consideration.

Looking at the revenue-expenditure balances reveals fiscal gaps (whether 
deficits or surpluses). In turn, the gaps demonstrate the comparative success 
of alternative policies at meeting deficits and covering capital investment 
outlays, and indicate where further revenue or expenditure initiatives may 
be required. The fiscal gaps predicted under the four potential expenditure 
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Table 3. Revenue Gap Projections to 2019-20 (millions of dollars)                                        
(negative values indicate that expenditures exceed revenues)

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20

Revenue Gap Relative to Total Expense: Surplus/Deficit 

A. Held constant at 2014-15 level of $10,464 per capita 1,435 -5,078 -3,254 -247 2,990 6,918

B. Population growth rate plus inflation 1,435 -5,579 -4,516 -2,515 -363 2,457

C. Equal to 18.7% of household income after 2015-16 1,435 -4,199 -5,018 -3,780 -2,463 -401

D. Grow to 20.3% of household income by 2019-20 1,435 -4,199 -4,894 -5,091 -5,371 -5,067

Debt Service Costs (Budget, p. 112) a,b 714 891 1,179 1,524 1,767 1,855

Capital Plan Expenditure b 3,000 6,431 6,235 5,979 5,624 5,233

Revenue Gap Relative to Total Expense plus Capital Expenditure

A. Held constant at 2014-15 level of $10,464 per capita -1,565 -11,509 -9,489 -6,226 -2,634 1,685

B. Population growth rate plus inflation -1,565 -12,010 -10,751 -8,494 -5,987 -2,776

C. Equal to 18.7% of household income after 2015-16 -1,565 -10,630 -11,253 -9,759 -8,087 -5,634

D. Grow to 20.3% of household income by 2019-20 -1,565 -10,630 -11,129 -11,070 -10,995 -10,300

Notes: a) The revenue gap relative to total expense is that for program expenditure reduced (absolutely) by debt servicing costs.                                                          
b) Debt servicing cost and planned capital expenditure are based on the projections in the March 2015 budget.

The magnitudes of the revenue gaps differ greatly depending upon the 
pattern of program spending that is assumed. Holding nominal per capita 
expenditures constant, as in Scenario A, leads to a budget that is essentially 
balanced in 2017–18 and that makes available $6.9 billion for capital 
spending in 2019–20 (an amount that is significantly more than planned 
investment). Scenario B delays achieving budget balance by about one year, 
to 2018–19, and provides $2.5 billion for capital finance in 2019–20. Scenario 
C only manages to approach balancing the budget in 2019–20, with a deficit 
of $0.4 billion (which is 0.7% of revenues). Finally, Scenario D results in 
continuous deficits of about $5 billion over the next four years. To sustain 
that level of spending without adding to debt would require another $5 
billion of revenues annually. However, that $5 billion gradually becomes a 
smaller portion of revenues and expenditures and, after reaching program 
expenditures of 20.3% of household income, would slow and allow growing 
revenues to catch up in time.

40  The debt servicing costs shown in Table 3 
are only illustrative. They come from the 
predictions in the March budget and are 
specific to the revenue and expenditure 
program assumed there. The deficits 
resulting from revenues not covering total 
expenses and further borrowing for capital 
purposes would increase debt service 
costs beyond those reported in the table. 

scenarios are reported in Table 3. The top panel reports the predicted 
deficits and surpluses after total expenses – that is, after deducting debt 
servicing cost as well as program spending from revenues, as reported in the 
government’s fiscal plans.40 Negative values indicate expenditures exceeding 
revenues. 
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Table 3. Revenue Gap Projections to 2019-20 (millions of dollars)                                        
(negative values indicate that expenditures exceed revenues)

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20

Revenue Gap Relative to Total Expense: Surplus/Deficit 

A. Held constant at 2014-15 level of $10,464 per capita 1,435 -5,078 -3,254 -247 2,990 6,918

B. Population growth rate plus inflation 1,435 -5,579 -4,516 -2,515 -363 2,457

C. Equal to 18.7% of household income after 2015-16 1,435 -4,199 -5,018 -3,780 -2,463 -401

D. Grow to 20.3% of household income by 2019-20 1,435 -4,199 -4,894 -5,091 -5,371 -5,067

Debt Service Costs (Budget, p. 112) a,b 714 891 1,179 1,524 1,767 1,855

Capital Plan Expenditure b 3,000 6,431 6,235 5,979 5,624 5,233

Revenue Gap Relative to Total Expense plus Capital Expenditure

A. Held constant at 2014-15 level of $10,464 per capita -1,565 -11,509 -9,489 -6,226 -2,634 1,685

B. Population growth rate plus inflation -1,565 -12,010 -10,751 -8,494 -5,987 -2,776

C. Equal to 18.7% of household income after 2015-16 -1,565 -10,630 -11,253 -9,759 -8,087 -5,634

D. Grow to 20.3% of household income by 2019-20 -1,565 -10,630 -11,129 -11,070 -10,995 -10,300

Notes: a) The revenue gap relative to total expense is that for program expenditure reduced (absolutely) by debt servicing costs.                                                          
b) Debt servicing cost and planned capital expenditure are based on the projections in the March 2015 budget.

Simply achieving budget balance does not address the problem of 
“borrowing for capital,” a fiscal path that the provincial government has only 
recently taken. Additional revenues will be required if such borrowing is to 
end and debt levels are to be stabilized.41 The amount of capital investment 
indicated in Table 3 is that planned in the March 2015 budget. Capital 
expenditures must be financed either from revenues or borrowing.42 Only 
if funds are available after program expenditures have been met will they 
be available for capital financing.43 The lower panel of Table 3 indicates 
the amount of revenue required to balance the budget as well as eliminate 
borrowing for capital purposes. All but one of those figures are negative, 
indicating a revenue shortfall in almost every scenario.

The four program spending scenarios again generate very different 
implications for capital financing and the possibility of eliminating the 
need to borrow for capital expenditures. Only Scenario A generates 
sufficient revenues to eliminate the deficit and to meet planned capital 
spending by 2019–20. Actually, it generates almost $1.7 billion beyond those 
requirements. The other three scenarios do not produce sufficient funds to 
eliminate borrowing. Scenario B does reduce the borrowing requirements by 
about half in 2019–20. Scenario C manages to (almost) cover the deficit in 
2019-20, but capital expenditures must be financed by borrowing the entire 
amount. Scenario D requires borrowing to cover both program spending 
and a similar amount of borrowing for capital financing.

The scenarios outlined are hardly appealing. Only with the very stringent 
spending constraints of Scenario A do the predictions indicate balancing the 
budget and eliminating the need to borrow for planned capital spending. 
Those goals would likely be met within another year or two under the 
assumptions of Scenario B and perhaps in an even longer timeframe for 
Scenario C. In both these cases, waiting that long (over five years) for a fiscal 
turnaround is likely pushing the limits. Scenario D, which implies returning 
to a level of public spending that has characterized the past 15 years, really 
mandates pursuing alternative revenue policies in relatively short order.

These forecasts are intended to inform policy choice. They outline the 
possible consequences of pursuing a range of different strategies based 
on current information. If the implications here are not appealing, some 
alternatives can be explored. This exercise points to the choices in terms of 
expenditure constraint and/or the need to augment revenues.

41  As argued above, associating borrowing 
with capital finance obscures (perhaps 
intentionally) the state of the province’s 
finances. However, it is convenient here to 
link the two to emphasize the issue and for 
ease of discussion when program spending 
and capital spending are separated. 

42  This ignores a small amount that comes 
through alternative financing (P3s). Also, 
governments may use capital reserves to 
smooth the reliance on annual revenues. 
That possibility is overlooked here as the 
reserves ultimately rely upon revenues.

43  Implications of non-cash amortization 
expense (about $1 billion annually) are 
neglected. 
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Alternative Fiscal Paths From the Spring    
Election Campaign
The spring provincial election presented Albertans with a range of alternative 
fiscal futures. The Prentice plan was laid out in detail in the March 2015 
budget, and the Wildrose approach of “no new taxes” was presented as an 
alternative. Table 4 compares the revenue implications of those plans, along 
with the Notley government’s revenue plan as of June 2015 (calculated on a 
fiscal plan basis, as was done in Tables 1 and 2).

Table 4. Alternative Revenue Proposals to 2019-20
(billions of dollars, fiscal plan basis)

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20

“No New Taxes” 45.282 38.231 39.963 43.65 47.606 52.372

Prentice Budget 45.282 40.000 42.440 46.443 50.653 55.421

Notley Govt (June 2015) 45.282 39.825 42.690 46.785 51.091 55.986

The “no new taxes” alternative shows expected revenues from 2015–16 to 
2019–20 if the tax rates and fees in place in 2014–15 were left unchanged. 
With no initiatives to offset the fall in energy revenues and the associated 
budgetary consequences, total revenues in this scenario drop to $38.2 billion 
in 2015–16, before growing to reach $52.4 billion in 2019–20. Over half of 
this increase is expected to result from the recovery of resource revenues.

Comparing these projections with the program expenditures in Table 2 and 
the revenue gaps in Table 3, this alternative would almost generate sufficient 
revenues to achieve balanced budgets and also not require borrowing for 
capital expenditures by 2019–20 if the program spending of Scenario A, 
which holds spending constant at the nominal 2014–15 level, were also 
followed. Even with these very stringent spending constraints, the revenues 
generated in this scenario would fall $1.9 billion short of a balanced budget 
by 2019–20. 

The Prentice budget of March 2015 proposed a number of revenue 
initiatives that would have resulted in larger revenues each year compared 
to the “no new taxes” alternative. The projected annual revenues under the 
Prentice budget are very similar to those expected to result from the Notley 
government’s initiatives of June 2015. In 2019–20, the expected revenues 
under the Prentice plan are $55.4 billion, while under the Notley program 
they are expected to be $56 billion.44  

44  Note that all three revenue streams benefit 
from a solid boost of almost $2.5 billion of 
resource revenues in 2019–20.



29

Hard Math, Harder Choices: Alberta’s Budget Reality 

Table 4. Alternative Revenue Proposals to 2019-20
(billions of dollars, fiscal plan basis)

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20

“No New Taxes” 45.282 38.231 39.963 43.65 47.606 52.372

Prentice Budget 45.282 40.000 42.440 46.443 50.653 55.421

Notley Govt (June 2015) 45.282 39.825 42.690 46.785 51.091 55.986

The Notley spending program has not yet been established, but the Prentice 
program was clearly defined in the March 2015 budget.45 Figure 6 illustrates 
the Prentice budget plan, with total revenue and program expenditures 
expressed as a percentage of household income. Following the 2015–16 
revenue shock, revenues grow from 16.8% to 19% of household income by 
2019–20, a level that is still lower than was realized during the three years 
2012–13 to 2014–15. 

Program expenditures were to be reduced steadily to 16% of household 
income, from 18.7% in 2014–15 and 20.3% in 2012–13. The 20.3% point 
is notable because it is the average level of program spending in Alberta 
since 2000,46 and a reduction to 16% amounts to a 20% drop in government 
spending compared to this historical average. 

It is important to note that Albertans have not experienced a level of 
program spending that low at least over the last 35 years. Even during the 
deepest of the Klein cuts of the 1990s, program expenditures were 18% of 
household income. The Prentice cuts to program spending would have been 
greater than even the most constrained spending scenario outlined above, 
meaning that program spending would not even have been maintained at a 
constant nominal per capita level over the five year period. 

If the Prentice plan had materialized, revenues in 2019–20 would have 
exceeded program expenditures by 3% of household income. That amount 
would have been sufficient to cover debt servicing costs and capital 
outlays that year, meaning that by 2019–20 the plan would have enabled 
the government to meet all expenses and to finance capital expenditures 
out of revenues. Thus, in addition to restoring a surplus, there would no 

45  The NDP did outline a budget plan 
in its election platform (see http://
d3n8a8pro7vhmx.cloudfront.net/
themes/5538f80701925b5033000001/
attachments/original/1431112969/Alberta_
NDP_Platform_2015.pdf?1431112969 ). 
It outlined only changes in revenues and 
expenditures (increases of $1.1 billion 
and $3.0 billion, respectively, by 2019–20) 
relative to the Prentice budget. While it 
indicated balancing the (operating) budget 
by 2018–19, it did not address how the 
costs of capital expenditures would be 
financed.

46  Even in Ontario, noted for having the 
lowest per capita program spending among 
the provinces, program spending has 
averaged 19.3% of household income, 
and it has averaged 21% over the last five 
years.
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longer have been a need to borrow to finance capital expenditures, and 
therefore accumulate debt. After 2019–20, the Prentice budget looked 
toward accumulating additional financial assets (i.e., saving); for example, by 
augmenting the Heritage Savings Trust Fund. 

If re-elected, planning significant cuts to program spending to achieve those 
objectives may have been a good strategic move. Had Albertans expressed 
sufficient dissatisfaction with the level of services being provided as the 
program cuts were realized, the government would have had the option of 
bowing to public pressure and raising taxes.47 If nothing more, the Prentice 
budget demonstrated to Albertans that the province was experiencing a 
structural deficit, and made a strong case for the necessity of higher taxes.

The Notley government’s fiscal plan for the province will be presented in 
the fall sitting of the Legislature, but the new government did outline its 
pre-budget revenue plan and make certain changes in expenditures during 
the June 2015 session. Table 2 illustrated the projected revenues from those 
initiatives, along with the four possible expenditure scenarios discussed 
above.

Figure 7 presents those revenues and expenditures expressed as a percentage 
of household income, along with the actual total revenues and program 
expenditures from 2012–13 to 2014–15. With only the June initiatives, 
the province’s revenues are expected to amount to 16.7% of household 
income in 2015–16 and increase to 19.2% in 2019–20. Although of a 
somewhat different composition, these revenue levels are so close to those 
projected in the Prentice budget that the lines depicting the two would be 
indistinguishable.

Figure 7 also shows the four program expenditure alternatives discussed 
above. 

Scenario A, under which program expenditures are held constant at a 
nominal $10,464 per capita over the five years, is the most downward sloping 
line, with spending declining from 18.5% to 16.2% of household income by 
2019–20. That spending trajectory is almost identical to the level proposed in 
the Prentice budget, which would have seen program expenditures reduced 
to 16% in the final year. 

Scenario B reflects program spending held to inflation plus population 
growth. Under that scenario, program expenditures fall from 18.7% of 
household income in 2014–15 to 17.7% by 2019–20. 

Scenario C holds program expenditures steady at the 2013–14 level of 18.7% 
of household income. 

47  Interestingly, the budget plan (or plans) 
did not appear to get as much attention 
as expected during the spring election 
campaign given the claim of a need for 
a mandate to undertake the new fiscal 
strategy. To some extent and given the 
preceding claims about the seriousness 
of the fiscal situation, Albertans seemed 
somewhat underwhelmed by the 
immediate tax-expenditure actions and did 
not look to the future effects. What may 
have impacted the electorate more was 
the failure of the Prentice budget to raise 
corporate taxes in the face of arguments 
that everyone needed to make some 
sacrifices. 
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Scenario D has expenditures returning to the long-term provincial average of 
20.3% of household income over the five years, from the projected 2015–16 
level of 18.1%.48 

The expected revenues from the changes introduced by the Notley 
government in June 2015 are sufficient to cover the 2019–20 program 
expenditures for Scenarios A, B, and C. Those revenues would only be 
sufficient to also cover capital costs and debt servicing costs under Scenario 
A, in which spending only increases to account for population growth. 
Under Scenarios B and C, debt would continue to accumulate. Under 
Scenario D, with program expenditures returning to the long-term average 
of 20.3% of household incomes by 2019–20, there is a persistent gap of about 
1.3% of household income between program expenditures and revenues. In 
addition to that gap, capital program and debt service costs would result in 
additional government debt each year.

48  The changes to the Prentice expenditure 
plan in the NDP platform indicate an 
additional $3.0 billion in program spending 
in 2019–20. That amounts to about 1% of 
household incomes and suggests a level 
of program spending equivalent to 17% 
of household incomes. That level falls 
between Options A and B here.
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3.3 Possible Budgetary Positions in 2019–20:   
A Summary for Defining the Choices

The implications of these various scenarios for the province’s projected 
budgetary position in 2019–20 are summarized in Table 5, again expressed 
as a percentage of household income. 

Table 5. Various Fiscal Indicators of 2019-20 Budget Outcomes under Alternative 
Assumptions Expressed as a Percentage of Household Income

Revenue Assumption Total 
Revenue

Program 
Expenditure

“No New Taxes” 18.0 ?

Prentice Budget Plan 19.0 16.0

Notley Govt (June 2015) 19.2 ?

Program Expenditure Scenarios

Total Outlay Less Revenue
(+ is revenue deficiency, - is surplus)

Program 
Expenditure Debt Service Capital 

Program
Total 

Outlay
No New 

Taxes

Prentice 
Budget 

Plan

Notley        
(June 
2015)

A. Constant $10,464 per capita 16.2 0.64 1.79 18.62 0.66 -0.38 -0.58

B. Inflation + Population Growth 17.7 0.64 1.79 20.15 2.15 1.15 0.95

C. Steady 18.7% 18.7 0.64 1.79 21.13 3.13 2.13 1.93

D. Grow to 20.3% 20.3 0.64 1.79 22.73 4.73 3.73 3.53

Prentice Budget Plan 16.0 0.64 1.79 18.43 0.43 -0.57 -0.77

NDP Platform 17.0 0.64 1.79 19.43 1.43 0.43 0.23

Other Indicators 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20

1% of Household Income (billions of dollars) $2.301 $2.381 $2.488 $2.623 $2.769 $2.916

Resource Revenue as % of Household Income 3.89 1.20 1.46 1.81 2.27 3.00
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The top panel shows the 2019–20 revenues implied by the “no new taxes” 
alternative presented by the Wildrose party, the March 2015 Prentice budget, 
and the Notley government’s June 2015 revenue initiatives. It also shows 
the program expenditure level outlined in the March budget. The Notley 
government’s June initiatives would realize revenues of 19.2% of household 
income by 2019–20, a level quite similar to the 19% which would have 
resulted under the plan the Prentice government proposed three months 
earlier.49  The “no new taxes” plan would yield revenues equal to 18% of 
household income.

Expenditure requirements for programs, debt service, capital investment,50  
and the total of all three are presented in the second panel of Table 5. The 
four expenditure scenarios presented above are outlined, along with the 
spending proposals laid out in the Prentice budget and the NDP’s election 
platform. Total expenditures under the Prentice budget total 18.43% of 
household income, and those indicated by the NDP platform amount to 
19.43%. 

Comparing expenditures and revenues shows, for the most part, the 
additional revenues that would need to be generated to meet the total 
government outlays under the various alternatives. These figures are on the 
right hand side of the second panel. Under the Notley government’s revenue 
model, Scenario A results in surplus revenue of 0.58% of household income 
and the Prentice plan in a surplus of 0.77%. Scenarios B, C and D result in 
revenue deficiencies ranging from 0.95% to 3.54% of household income. 
Finally, if the Notley government actually followed the NDP platform’s 
program expenditure plan, there would be a revenue deficiency of 0.23% of 
household incomes. Clearly, if program expenditures are even to keep up 
with population growth and inflation, additional revenue initiatives will be 
required to cover total government spending in 2019–20.

The bottom panel of Table 5 provides two useful indicators related to 
revenues and expenditures. The first is the amount of money implied by 
1% of household income. In 2019–20, that is $2.9 billion. The second is the 
province’s expected resource revenues to 2019–20, also as a percentage of 
household income. The 3.0% level projected for 2019–20 demonstrates that 
improvements in resource revenues are not expected to relieve Albertans of 
their fiscal problems in the near future.

49  The estimates for the Notley case are 
somewhat smaller than suggested in 
the NDP platform. There, revenues were 
expected to be $1.074 billion larger 
than in the Prentice budget while the 
increase estimated here is $0.565 billion (a 
difference of 0.17% of household income).

50  Capital expenditures and debt service 
costs are those projected in the March 
budget. The 0.64% shown understates 
the servicing costs under Options C and D, 
which would require more debt financing 
during the five years.
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Finally, Table 6 provides a more condensed and focused summary. It shows 
the 2019–20 program expenditures implied by the six budget alternatives 
as a percentage of household income, ranked in order from the lowest 
expenditure plan (the Prentice budget) to the highest (returning spending 
to the long-term average of 20.3% of household income). It also compares 
the change in program spending in each case (again as a percentage of 
household income) to the 18.7% spending level of 2014–15 and to the long-
term provincial average of 20.3%. For example, the Prentice budget implies 
spending levels of 2.7% of household income lower than the 2014–15 level, 
while returning spending to the long-term historical average would require 
an increase equivalent to 1.6% of household income compared to 2014–15.

Table 6. Summary of 2019-20 Budget Planning Alternatives

Budget Model

Program Expenditure (% of HHI) Revenue Deficiency (relative to Notley govt)

Level 
Assumed 
in Model

Change from Total Outlaya For Budget “Balance”b

18.7% 
(2014-15 

level)

20.3% 
(2000-
01 to 

2014-15 
average)

Dollars 
(billions) % of HHI Dollars 

(billions) % of HHI

Prentice Budget Plan 16.0 -2.7 -4.3 -$2.245 -0.77 -$7.465 -2.56

A. Constant $10,464 per capita 16.2 -2.5 -4.1 -$1.691 -0.58 -$6.911 -2.37

NDP Platform 17.0 -1.7 -3.3 $0.671 0.23 -$4.549 -1.56

B. Inflation + Population Growth 17.7 -1.0 -2.6 $2.770 0.95 $2.450 0.84

C. Steady 18.7% 18.7 0 -1.6 $5.628 1.93 $0.408 0.14

D. Grow to 20.3% 20.3 1.6 0 $10.284 3.53 $5.074 1.74

Notes: a) Total outlay covers program spending, debt servicing and capital expenditures; b) budget balance covers program spending   
and debt servicing but not capital expenditures.

On the right side of the table, the funding implications of each alternative are 
provided in both billions of dollars and as a percentage of household income. 
These are the amounts of revenue that would be required in addition to the 
Notley government’s June initiatives in order for revenues to match total 
government expenditures (including capital spending and debt service) or to 
achieve budget balance for program spending and debt service costs, but not 
capital spending.

For example, in order to return program spending to the long-term average 
of 20.3% of household income, an additional $10.3 billion in revenues 
(equivalent to 3.53% of household income) would be required in 2019–20 in 
order for total revenues to match total expenditures. 
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If the objective were only to balance the budget (i.e., to continue to borrow 
to finance capital spending), $5.1 billion in additional revenue (equivalent to 
1.74% of household income) would still be required in order to return to the 
long-term average. The unappealing consequence of pursuing that objective 
is that debt would continue to accumulate indefinitely, or at least until lender 
or political constraints materialize.51 

51  Only balancing the budget while borrowing 
to finance capital would result in debt 
of about $42 billion in 2019–20, a level 
equivalent to 75% of government 
revenues.
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4. Whither Now? Looking at the 
Budgetary Alternatives

This final section of the report turns to the primary objective of the exercise: 
in light of a fiscal crisis, to define the fiscal options and the implications of 
alternative choices, and to provide Albertans and their government with a 
better understanding of the possible paths before them. 

The assessment begins with a brief review of the fiscal challenge facing 
Alberta. Following that, there is a brief discussion of how to approach the 
short-term loss of resource revenue. The long-term problem requires a more 
in-depth analysis, so the implications of various expenditure reduction 
alternatives are summarized and compared. The revenue implications of the 
alternative budget models are determined and, should additional revenues 
be called for, revenue generating options are examined. The final part of 
this section brings the revenue and expenditure alternatives together and, 
as an illustration, explores possible implications of maintaining program 
expenditures at current levels, balancing the budget, and ending borrowing; 
that is, putting the provincial budget on a long-run sustainable path.

4.1 A Review of the Fiscal Situation

The sharp drop in oil prices in 2014 has, once again, shocked Alberta’s public 
finances. The fall in oil prices to one-half of their previous levels is expected 
to result in the Alberta government’s resource revenues dropping from 
$8.9 billion in 2014–15 to $2.9 billion in 2015–16. That reduces provincial 
revenues by 13% even before the accompanying effects on income and other 
taxes and revenues, which are expected to add another 2% to the reduction. 
As a further and serious complication, resource revenues are not expected 
to recover to their previous levels (let alone importance) in the foreseeable 
future. 

Bad as that is, the drop in resource revenue has revealed an equally serious 
problem: the existence of an underlying structural deficit not acknowledged 
by the previous government. Alberta has for many years been drawing upon 
savings and borrowing to finance its total spending.52 Although the previous 
Tory government argued that resorting to those means was acceptable 
because it financed capital investment, that is only a temporary measure 
and, because savings ultimately disappear and borrowing limits are reached, 
it is not a long-term solution. The post-2012 promotion of “borrowing for 
capital” as a sound fiscal practice was only useful to mask the fiscal problems 
of the province. 

52  The plan to borrow over $5 billion annually 
during the next three fiscal years illustrates 
the problem.
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The Prentice budget recognized the full extent of the problem and advanced 
a proposal to address both the immediate loss of revenue and the structural 
deficit. The May 2015 election relieved his government of having to deal with 
the issue. Instead, the Notley government inherited the fiscal problem and 
finds itself, barring unforeseen improvements in the energy sector, in the 
unenviable position of having to introduce unpleasant fiscal measures upon 
entering its initial mandate.

4.2 Addressing the Immediate Problem

The collapse of resource revenues has left a large hole in the provincial 
budget. How should that problem be handled? The best short-term 
measure is to maintain expenditures and run a deficit.53 In the face of an 
economic slowdown, if not a recession, this can be a good economic policy, 
especially in a low interest rate environment. Deficit financing will support 
employment and the economy during the economic downturn and enable 
the provincial and municipal governments to acquire some relatively lower 
cost infrastructure. 

Fortunately, Alberta has reserves to help finance a short-term deficit. The 
Contingency Fund, intended for short-run stabilization, amounts to $6.5 
billion at the beginning of 2015–16. Given projected deficits, that emergency 
fund would be exhausted within two years. Deficit spending, however 
financed, is only a temporary measure and other fiscal initiatives are required 
to return to balancing expenditures and revenues.

Deficit financing will support 
employment and the economy 
during the economic downturn and 
enable the provincial and municipal 
governments to acquire some 
relatively lower cost infrastructure. 

“
”53  The Notley government also is introducing 

some tax increases. Those revenue 
initiatives are partial relative to the revenue 
loss (about $2.1 billion when fully effective) 
and are not fully implemented the first 
year. In terms of aggregate revenues and 
expenditures, the first year of the Prentice 
plan was only marginally different. 
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4.3 Spending Cuts?

As Albertans try to balance the budget in a low oil price environment, there 
will be calls for reduced spending, and Alberta has already made some 
moves in that direction. A range of various expenditure scenarios were 
examined above, and the results are summarized again in Figure 8. 

Program spending reflects the annual costs of providing government 
services such as schooling, health care, and highways. Figure 8 shows the 
level of program expenditures as a percentage of Alberta household income 
that would result after five years of following each of six different spending 
policies outlined previously; that is, the levels in 2019–20. The policy 
scenarios are ordered from highest to lowest expenditure levels.

The first bar illustrates the case if program expenditures were designed to 
grow to the equivalent of the long-term average level of program spending in 
Alberta of 20.3% of household income, a level last experienced in 2012–13.54  
For comparison, the level of program spending in Ontario, the lowest per 
capita spending province, has been 20.1% of Ontario household income over 
the past decade.55 Overall, as a percentage of household income, Alberta’s 
program spending is below the 10-province average of 24.6% in 2013–14.56

54  The percentage changes slightly depending 
upon the years selected. The 20.3% level 
is that for 1999–2000 to 2012–13; that 
is, ending before the recent spending 
restraints were introduced. Including 
2013–14 and 2014–15 causes only a 
small change, to 20.2%. If one extends 
the period to 1993–94 to 2014–15, which 
includes the years of the Klein cuts, the 
average is 20.0%.

55  If one looks back to 1993–94, the average 
to date is 19.3%. Also note that the 
Ontario level is relatively low at least in part 
because Ontario places more expenditure 
responsibilities on its local governments 
than do other provinces.

56  The 10-province average over the past 20 
years is 22.4% and over the past decade is 
24.1%.
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The second bar illustrates the case if program spending were held constant 
at 18.7% of household income, the spending level in 2014–15, which 
demonstrates the decrease (from 20.3%) in the relative level of program 
spending since 2012–13. Note that the 18.7% level is only marginally greater 
than the 18.3% four-year average level experienced during the deepest of the 
Klein cuts. 

The third bar indicates the level of spending if program expenditures 
were held to equal population growth plus inflation. This is a policy often 
advanced by those advocating smaller government, and was a guideline 
adopted by the Redford government.57 The implication of this scenario is 
that, because it does not allow for real income growth, government spending 
gradually shrinks over time. Even during the five-year period examined 
here, program spending would decline from 18.7% of household income in 
2014–15 to 17.7% in 2019–20.

The level of program spending implied by the NDP election platform is 
depicted by the fourth bar. This is best regarded as a very tentative indicator 
and appears primarily to be an interim tweaking of the Prentice plan. A more 
detailed and informed budget plan will come from the Notley government’s 
fall 2015 (and probably spring 2016) budget. Nonetheless, it provides an 
interesting reference point. Should the government’s budgets follow the NDP 
platform, program spending would amount to 17.0% of household income 
in 2019–20, which is 1.7 percentage points below the 2014–15 level, and well 
below spending levels experienced during the period of the Klein cuts.

The second last bar illustrates the case if program expenditures were held at 
a nominal $10,464 per person for five years. Under this scenario, spending 
keeps up with population growth but is eroded by inflation and real income 
growth. After five years, program expenditures would decline to 16.2% of 
household income from the 18.7% in 2014–15.

The Prentice budget plan proposed even further spending reductions, which 
is shown in the final bar, where spending would fall to 16.0% of household 
income. A reduction to 16% represents a cut in the order of 15% from the 
2014–15 level and a cut of 20% from the provincial long-term average. While 
the budget numbers were available and allowed for these calculations, the 
implications were not outlined or discussed during the election campaign.

The striking feature of this analysis is that the Prentice budget and that 
suggested by the NDP platform both imply large cuts in program spending. 
Program spending under either alternative would be reduced to levels that 
Albertans have not experienced, and spending would be well below the level 
seen during the cuts of the early Klein years. 

57  For example, see Mark Milke, Post-boom 
Spending in Alberta: A $41 Billion Splurge 
and Lost Opportunities, Fraser Institute, 
August 2014, http://www.fraserinstitute.
org/sites/default/files/post-boom-spending-
in-alberta.pdf; also note, Alberta Budget 
2013, page 6, http://finance.alberta.ca/
publications/budget/budget2013/index.
html.

The striking feature of this 
analysis is that the Prentice 
budget and that suggested 
by the NDP platform both 
imply large cuts in program 
spending. Program spending 
under either alternative 
would be reduced to levels 
that Albertans have not 
experienced, and spending 
would be well below the level 
seen during the cuts of the 
early Klein years. 

“

”
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To illustrate the depth of such cuts, a reduction to the spending level 
suggested by the Prentice budget would be equivalent to eliminating 
schooling from the budget. Despite Alberta’s prosperity, they also imply 
per capita levels that would move Alberta from being an average spending 
province to amongst the lowest of the provinces. Given the spending 
rebound following the mid-1990s low and the persistence of spending at 
about 20% of household income over the past 20 years, it is doubtful that 
Albertans would accept spending in the 16% to 17% range. 

The latest indications from the Notley government are that while it is 
prepared to look for places to “trim” spending, it is not interested in “massive 
cuts.”58 If significant reductions in expenditures are not appealing, additional 
revenues will need to be raised. 

4.4 Tax Increases?

What are the revenue implications of the various budget plans? For example 
– and of particular interest – if current spending levels are to be maintained, 
how much additional revenue is required? 

The answers to these questions are summarized in Figure 9.59 It demonstrates 
the additional revenues required (or generated) for each scenario and, 
to provide perspective, the amount of those revenues as a percentage 
of household income. The revenues are those required to meet total 
expenditures (program spending, debt servicing, and capital expenditures) 
and so focus on the full fiscal problem.60 The reference revenue is that 
expected to be generated given the Notley revenue initiatives of June 2015. 
Thus, the amounts show the additional funding the Notley government 
would need to generate (or save from reductions in spending) as of 2019–20 
(a point at which resource revenues are expected to have stabilized) in order 
to cover projected total expenditures. 

The first (blue) bar of each set shows the amounts in billions as projected 
for the 2019–20 budget. In order to facilitate a comparison to the present, 
those amounts are converted to their 2014–15 equivalents and those are 
indicated by the second (red) bar of each set.61 The third (green) bar shows 
the percentage of household income the dollar amount represents.

If the Notley government followed the diminishing program expenditure 
path implied by the NDP election platform, only a small amount of 
additional revenues from new revenue initiatives would be necessary. The 
June revenue initiatives plus serious spending restraint would result in 
revenues falling $671 million short of expenditures in 2019–20. To cover 

58  See Sammy Hudes, “Premier rejects 
‘massive cuts’,” Edmonton Journal, 
August 27, 2015, A8.

59  See Table 3 for details.

60  Capital expenditures in 2019–20 represent 
$5.2 billion of the revenue requirements in 
that year.

61  The 2014–15 equivalents are taken to be 
the percentage of household income in 
2019–20 applied to the 2014–15 level of 
household income. The 2014–15 dollar 
amounts are 0.789 of the 2019–20 levels.
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total expenditures, additional revenues equivalent to 0.23% of household 
income would be needed.

If more substantial spending constraints were imposed, revenues would 
exceed total expenditures. That is the case if program expenditures were 
held to $10,464 per capita for five years or if the Prentice budget plan were 
followed. In each of these cases, surplus funds would materialize: $1.7 billion 
in the first case and $2.25 billion under the Prentice plan. Those funds could 
be used for savings, reducing taxes, or increased spending.

If less stringent constraints on expenditures were selected, significant 
additional revenues will need to be generated to cover total outlays. Simply 
allowing program expenditures to increase to match population growth and 
inflation would require an additional $2.8 billion dollars in 2019–20, the 
equivalent of 0.95% of household income. Holding program expenditure 
steady at 18.7% of household income would necessitate and additional $5.6 
billion (1.9% of household income). Allowing program spending to return 
to the long-term average of 20.3% is projected to require an additional $10.3 
billion in 2019–20 (3.5% of household income).
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Implications for Alberta’s “Tax Advantage”
Effectively balancing total revenues and total outlays (let alone realizing 
surpluses) requires imposing substantial cuts in programs and services. 
Simply stabilizing spending, let alone permitting growth, requires generating 
new revenues. Neither involves pleasant choices. At this point, it is the 
revenue generating possibilities that need assessment. While increased 
taxes are no more appreciated by Albertans than other taxpayers, it must be 
recognized that Alberta’s taxes are low compared to those in other provinces. 

Fortunately, Alberta has a large “tax advantage” and tax room should 
Albertans be adverse to significant and unprecedented expenditure cuts. 
Figure 10 shows the aggregate amount of additional taxes Albertans would 
pay under the tax systems of each of the other provinces. 

The next lowest tax regime is that in British Columbia. If Albertans paid BC 
taxes, they would pay $11.6 billion dollars more. The difference increases 
from there. If the Quebec, Prince Edward Island or Nova Scotia systems 
applied in Alberta, taxes would be about $23 to $24 billion higher. Alberta 
clearly has substantial room for tax increases without losing its status as the 
lowest taxing province.62  

62  Note, these estimates look only at 
current taxes and do not take account of 
differences in borrowing that may require 
higher future taxes to cover. That is, the 
values do not necessarily reflect the level 
of taxes necessary to sustain expenditure 
programs.
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Alberta’s ability to maintain such low levels of taxation is eroding. Natural 
resource revenues of $8.9 billion in 2014–15 enabled much of the $11.6 
billion (or more) tax advantage.63 The loss of $6 billion of resource revenues 
in 2015–16 undermines the capacity to maintain the current level of 
taxation. It is unclear when resource revenues will recover, and their relative 
contribution when they do is expected to be less than in 2014–15. Provincial 
government resource revenues were the equivalent of 7.8% of household 
income in the decade up to 2008–09, but had fallen to 3.89% in 2014–15, and 
are projected to amount to just 3.0% in 2019–20 (and 3.55% in 2024–25). 
The 3.0% level in 2019–20 corresponds to $6.9 billion in 2014–15, implying 
a $2 billion decrease in the contribution of resource revenues to provincial 
coffers. In other words, provincial government resource revenues are 
expected to decline in importance, and such shrinkage diminishes Alberta’s 
fiscal capacity.

4.5 Revenue Generation Possibilities

Alberta has the capacity to generate the tax revenue needed to sustain 
its fiscal situation and maintain a tax advantage over other provinces. 
The existing structural deficit combined with weak prospects for the 
contributions from resource revenues may leave Alberta little choice but 
to turn to additional revenue sources. The Prentice budget proposed a set 
of revenue initiatives and the Notley government introduced a somewhat 
different set, but with similar consequences on the bottom line. The 
preceding analysis shows that those new efforts may not be adequate to meet 
Albertans’ expectations. If it is determined that additional revenue initiatives 
are required, what are the options?64 

Some possible revenue options are explored below. The projected revenue 
requirements for 2019–20 under alternative budget scenarios were discussed 
in Figure 9 above. To facilitate calculations and comparisons, both those 
revenue requirements and the potential revenues generated from the various 
revenue initiatives are determined in current terms; that is, amounts in the 
context of the 2014–15 fiscal year or 2015–16 estimates. Figure 9 included 
the estimated revenue requirements in 2014–15 terms. For example, if 
Scenario C were followed (holding program expenditures at the current 
18.7% of household income), the amount of additional funds needed in 
2019–20 is estimated to be $5.6 billion, equivalent to raising an additional 
$4.4 billion today (i.e., in 2014–15). 

Provincial government 
resource revenues were 
the equivalent of 7.8% of 
household income in the 
decade up to 2008–09, 
but had fallen to 3.89% in 
2014–15, and are projected 
to amount to just 3.0% in 
2019–20 (and 3.55% in 
2024–25).

“
”

63  Resource revenues have provided a fiscal 
advantage (of varying degrees) to Alberta 
for the past 60 years.

64  For further discussion of revenue options, 
see Greg Flanagan, Fixing What’s Broken, 
Parkland Institute, University of Alberta, 
June 2011, http://parklandinstitute.ca/
research/summary/fixing_whats_broken. 
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Corporate Income Tax
The Notley government has already raised the corporate income tax (CIT) 
rate from 10% to 12%. This higher level now exceeds the rates in British 
Columbia (11%), Ontario (11.5%), and Quebec (11.9%), and it is only lower 
than the rates in the Atlantic Provinces.65 The resulting estimated additional 
revenues ($350 to $550 million in 2016–17) indicate an increase of only 
about 10% in CIT revenue from an increase of 20% in the tax rate.66 Numbers 
in the August 31, 2015 first quarter fiscal update suggest that the projected 
revenue increase may be at the lower end of the projected range, and the 
percentage growth closer to 7% from the 20% increase in the tax rate.67  

It is difficult to predict the revenue potential of additional increases in 
Alberta’s CIT rate other than to expect that the additional revenues would be 
lower per percentage point of tax rate increase than was realized from this 
last change. Furthermore, other revenue initiatives (e.g., those that might 
increase royalties or introduce a carbon tax) could reduce firm net incomes 
and negatively impact CIT revenues. Hence, at this point, it seems reasonable 
(given current projections, low returns, interactions, and uncertainties) 
to expect the government will not pursue any significant further revenue 
increases from the CIT to assist in meeting Alberta’s current fiscal problem. 

Fees and Charges
The Prentice budget proposed increases to a number of premiums, fees, and 
licences, which were expected to generate an extra $309 million. The Notley 
government rejected most of those changes, forgoing about $250 million in 
revenue. Given that a number of the proposed changes reflected adjustments 
for inflation and that the burden of this source of revenue is about half of 
that in 2000, it may be useful to rethink the levels of premiums, fees, and 
licences.68  There could be scope for higher charges and fees to generate some 
limited amounts of addition revenue.

Carbon Tax
Putting a price on carbon emissions – a carbon tax – may be another source 
of revenue. Putting a price on a pollutant that society and governments seek 
to reduce makes sense in that it encourages reduced use, promotes improved 
and alternate technologies, and generates revenues from taxing harmful 
activities rather than taxing beneficial or productive activities. No attempt 
will be made here to estimate the revenue potential in Alberta from such 
a tax, but such estimates may be coming.69 Note though, British Columbia 
already has a general carbon tax that generates $1.2 billion annually. That 
tax was introduced in 2008 and is now $30/tonne.70 However, to make that 
tax more palatable to the citizens of BC, the carbon tax revenues are used 
to reduce other taxes. That is, it is revenue neutral. Hence, while a carbon 

65  The CIT rates alone do not determine 
the tax cost to corporate investment. 
Marginal effective tax rates on corporate 
investment are a means of taking other 
factors into consideration. (See “Business 
Income Taxation”, Chapter 7 in Canadian 
Tax Policy, edited by Heather Kerr, Ken 
McKenzie and Jack Mintz, Canadian Tax 
Foundation, 2012). The effects of Alberta’s 
tax change on the more comprehensive tax 
measure are not yet reported. However, 
it has been noted that after considering 
investment tax credits, the taxes on 
corporate investment are only higher in 
British Columbia, Saskatchewan, and 
Manitoba (see Jack Mintz, “Corporate 
tax brakes,” Financial Post, August 28, 
2015, http://business.financialpost.com/
fp-comment/jack-m-mintz-corporate-tax-
brakes).

66  See footnote 30 for details.

67  The forecast improvement increase in CIT 
revenues for 2015–16 (attributed to the 
rate increase) is $249 million. (See 2015-16 
First Quarter Fiscal Update and Economic 
Statement, Alberta Treasury Board and 
Finance, August 31, 2015, http://www.
finance.alberta.ca/publications/budget/
quarterly/2015/2015-16-1st-Quarter-Fiscal-
Update.html). On a full-year basis (rather 
than three-quarters) that implies an annual 
growth of $332 million, a 7.3% increase 
from that expected if the CIT had been at 
the 10% rate. While an economic recovery 
back to 2014–15 levels can be expected to 
add somewhat to CIT revenues – perhaps 
$125 million – the lower September 
forecasts suggest that the $450 million 
already incorporated here as the CIT 
revenue increase is sufficient.

68  The Notley government also did not adopt 
an increase on the insurance premium 
tax that was expected to generate an 
additional $165 million.

69  Andrew Leach of the University of Alberta 
is chairing an advisory panel to review 
climate change policy, consult stakeholders 
and suggest measures.

70  Since 2007, Alberta has levied a $15/
tonne charge on large CO2 emitters failing 
to meet certain targets, with the funds 
going into a technology improvement fund. 
The Notley government is tightening the 
standards and raising the price (to $30/
tonne) in 2017 under its greenhouse gas 
reduction program.
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tax in Alberta could be expected to realize significant revenues, if the BC 
approach was followed there would be no additional net revenues for the 
government.71 At this time, anticipating no additional revenues from carbon 
pricing seems an appropriate assumption.

Resource Revenues
The Notley government has already initiated a royalty review. The prospects 
for changes to the royalty structure to produce large improvements to 
the province’s resource revenues are, in the near term, limited. Resource 
revenues are presently at exceptionally low levels due to the dramatic drop in 
oil prices and, although significant recovery is expected, recovery is expected 
to be slow and modest. 

The magnitude of resource revenues means that any improvement may add 
substantial dollars. On the other hand, expectations should be constrained. 
The 2007 royalty review,72 undertaken when energy prices were high and 
resource revenues to the province were $11 to $12 billion (in contrast to 
the predicted $5.2 billion average over the next five years), indicated that an 
additional $2 billion could be realized. Today’s prices, production costs, and 
the fact that much of the revenues are based on net returns suggest that the 
near-term revenue improvement from a royalty review is likely small relative 
to the overall provincial budget.73  

Even if one assumed that the ratio of possible revenue gain equal to that 
implied by the Our Fair Share panel (about 17.4%) could be realized on 
2015–16 resource revenues of $2.9 billion, the revenue improvement would 
be $500 million. However, resource revenues are expected to improve to 
$8.7 billion in 2019–20. If the 17.4% level applied, the improvement would 
amount to $1.5 billion. Relating that back to 2014–15 terms, that amount is 
comparable to $1.2 billion today. Obviously, many assumptions and other 
revenue initiatives may impact upon royalties, but if relative improvements 
in resource revenues parallel to those determined by the Our Fair Share 
panel were to materialize, there is some scope for revenue improvements in 
the longer term with the recovery of oil prices.

Personal Income Tax
The Notley government has introduced higher personal tax rates on incomes 
above $125,000. Those are expected to produce an additional $800 million to 
$1 billion in tax revenue once fully implemented in 2016–17. Those revenues 
(and others from the June initiatives) have already been incorporated into 
the estimated revenues under the range of budget scenarios discussed above. 
As seen, at least three of the budget scenarios presented require significant 
amounts of additional revenue. If such options were to be pursued, it 
seems unlikely that adequate revenues could be realized without taxes 

71  Also, while carbon pricing revenues from 
the energy industry might be considerable, 
because of the impacts on royalties, lease 
sales, and corporate income taxes, the net 
returns to the province might be small. 

72  Our Fair Share: Report of the Alberta 
Royalty Review Panel, September 2007, 
http://www.energy.alberta.ca/Org/pdfs/
RoyaltyReviewPanelfinal_report.pdf.

73  The impact of net returns is indicated by 
the fact that royalties are projected to fall 
68% between 2014–15 and 2015–16 while 
the oil prices are expected to drop 38%.
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being imposed upon a broad range of Alberta taxpayers, including those 
with incomes below those already impacted by higher rates. As a simple 
illustration, such a tax might be to increase the base PIT rate from 10% to 
11%. This increase could be expected to generate an additional $1 billion 
annually.74  

Continuing the flat/single rate on taxable incomes up to $125,000 still 
leaves middle income Alberta taxpayers paying higher income taxes than in 
British Columbia and Ontario.75 A new government might be disposed to 
introducing a more progressive tax structure at the under-$100,000 income 
level. Doing so noticeably reduces PIT revenue unless other changes are 
made (i.e., rate increases are introduced elsewhere) to keep the changes 
revenue neutral.76

General Sales Tax
Compared to the other provinces, the obvious gap in the Alberta tax 
structure is the lack of a general sales tax. It is the absence of a provincial 
sales tax that is the major contributor to the Alberta “tax advantage.”77  
If such a tax were to be introduced, the logical choice is the HST 
(Harmonized Sales Tax), which would be collected in combination with 
the federal government’s GST at a rate determined by the province and 
with the revenues passed onto the province. That arrangement would keep 
administration and compliance costs at a minimum and is the approach 
already selected by most other provinces. 

Sales tax rates in the other provinces range from 5% to 10%. Judging from 
the revenues realized elsewhere from the HST, a 1% rate could be expected 
to yield $1 billion in revenue. The higher personal incomes in Alberta may 
augment that estimate, but more generous concessions to low-income 
persons would diminish the amount. Nonetheless, a provincial sales tax has 
the potential to provide substantial revenues.

Sales taxes, such as the HST, tend to be proportional to income. Turning to 
an HST for significant additional revenues would, despite possibly larger 
HST income tax credits, be regarded by many as adversely impacting the 
distribution of taxes.78 Albertans might be particularly sensitive to such a 
concern given that lower- and middle-income earners in Alberta pay higher 
average PIT rates than in British Columbia and Ontario. A way to address 
the matter could be to combine the introduction of an HST with a more 
progressive PIT so that the combined effects on tax distribution better suit 
public preferences.

74  The potential revenue depends upon 
what if any adjustments were made to 
the newly introduced progressive rates. If 
none, the revenue estimate would need 
to be reduced. Assuming an across-the-
board increase in the base rate makes 
an estimate of the revenue implications 
simple.

75  See Greg Flanagan and Sharon Stunden 
Bower, The Way Forward: Progressive 
Income Tax in Alberta, Parkland Institute, 
University of Alberta, March 2014, http://
parklandinstitute.ca/research/summary/
the_way_forward.

76  For an example see the analysis 
in Kathleen A. Lahey, The Alberta 
Disadvantage: Gender, Taxation, and 
Income Inequality, Parkland Institute, 
University of Alberta, March 2015 (pages 
47-53), http://parklandinstitute.ca/research/
summary/the_alberta_disadvantage.

77  See Budget 2015, page 86, http://finance.
alberta.ca/publications/budget/budget2015/
index.html#documents.

78  See Lahey (2015, pages 74-77) for a 
discussion of the incidence of an HST in 
Alberta. Also see Flanagan and Stunden 
Bower (2014) and Flanagan (2011). All 
available at http://parklandinstitute.ca.



47

Hard Math, Harder Choices: Alberta’s Budget Reality 

4.6 Putting Expenditure and Revenue   
Possibilities Together

Two of the budget scenarios outlined above (the Prentice plan and the 
constant nominal per capita expenditure model of Scenario A) not only 
need no additional funds by 2019–20, but produce some extra revenue. 
The NDP platform requires only a minor increase beyond that projected to 
materialize from the revenue programs in place as of June 2015. All three of 
those scenarios, however, imply reductions to programs to levels well below 
what Albertans have historically experienced. Certainly some people would 
consider the reductions to be “massive cuts.” If Albertans find those avenues 
unattractive, the alternative is to increase taxes. Three spending scenarios 
involving tax increases were outlined. Expenditure growth at population plus 
inflation (Scenario B) would see some decline in service levels over the next 
five years. Maintaining expenditures at current levels (Scenario C) or getting 
them back to the 20-year average (Scenario D) require a notable increase in 
revenues. 

The discussion on possible revenue alternatives provides insight into 
the revenues options that might fit alternative revenue requirements. To 
illustrate, consider the intermediate case of budget Scenario C in Figure 9. 
Revenue initiatives sufficient to generate $5.6 billion in 2019–20 would be 
those capable of generating $4.4 billion today.79 What revenue initiatives 
(beyond those of June 2015) might realize that amount of additional funds? 

Figure 11 provides one illustration based on a number of assumptions. The 
possible changes in tax structure outlined in this section cover the range of 
major taxes. It is assumed here that the increase in the corporate income 
tax (CIT) rate in June exhausted the potential for further CIT increases. 
Increases to fees, premiums, and licences similar to those proposed by the 
Prentice budget could generate $250 million. A general carbon tax might be 
implemented at a price of $30/tonne to promote environmental objectives. 
That might produce $1 billion in revenue but, if like British Columbia, it was 
made revenue neutral to facilitate public acceptance, net revenues would be 
zero. Net revenues of zero are assumed here. A royalty review is underway, 
and the revenue generating possibilities that might result are uncertain and 
the net revenue implications after possible interactions with other potential 
initiatives are even more nebulous. However, projecting some improvement 
in oil prices and expanded revenues by 2019–20, a $1 billion revenue 
improvement is assumed.80  

79  The lower-cost option of expenditure 
growth matching inflation plus population 
growth would require sources that could 
generate an additional $2.2 billion now and 
the higher cost option of regaining a level 
of 20.3% demands those yielding $8.1 
billion.

80  Of all the revenue prospect assumptions, 
this is the most tenuous.
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These measures combined still leave a gap of over $3 billion if spending 
levels in 2013–14 are to be maintained. Hence, if additional funds are to be 
realized, measures impacting the majority of Albertans will be necessary. 
One option is to turn again to the personal income tax. For example, assume 
that revisions to the personal income tax will generate $1 billion of new 
revenue. That might be accomplished by adding one percentage point to the 
base rate of the personal income tax – an increase from 10% to 11% – or by 
changes creating a more progressive structure throughout. 

Even with this chance, a gap of over $2 billion remains. To close that, 
resorting to a sales tax may be necessary.81 Introducing a HST at a 2% rate 
will generate $2 billion. The remaining $200 million is assumed to come 
from other (unspecified) taxes or nontax sources.82  

It is quite clear that if serious budget cuts are to be avoided, taxes impacting 
the broad range of Albertans must be imposed. On the other hand, 
an additional $4.4 billion in taxes would leave taxes as a percentage of 
household income no greater than prior to 2000, when the cornucopia 
of resource revenues initiated a long-term decline in the taxes paid by 
Albertans.83 

How might $4.4 billion in new revenues impact Alberta’s “tax advantage” 
compared to other provinces? Certainly, it will shrink. The June revenue 
initiatives, like those proposed by the Prentice budget, will already have had 
some effect. The March budget estimated that the minimum tax advantage 
relative to other provinces would slip to $9.4 billion. Generating another 
$4.4 billion to maintain expenditure and services and eliminate the need for 
borrowing will reduce the tax advantage to $5 billion. That advantage is, of 
course, still considerable. It amounts to about $1,200 per Albertan.84,85

81  Higher personal income taxes would 
appear to be the alternative. That would 
require raising the total PIT take by about 
27%. Albertans may prefer that to an HST, 
or they may not. Assuming the small HST 
makes that possibility explicit.

82  The June changes included various other 
tax increases. Some further possibilities 
may exist there or elsewhere. This small 
amount may be covered by positive 
deviations in the estimates outlined above.

83  This $4.4 billion amounts to 1.9% of 
household income. Recent levels of “tax” 
revenues (i.e., own-source revenues less 
resource revenues and investment income) 
have been about 12% and the pre-2000 
levels were about 14.25% (see Figure 4).

84  The $5 billion understates the actual tax 
advantage because the $4.4 billion would 
enable the province to stop borrowing 
and adding to the public debt, while most 
provinces are adding to their (net) public 
debt. See Budget 2015, page 86, http://
finance.alberta.ca/publications/budget/
budget2015/index.html#documents.

85  In the case of raising revenues sufficient 
to restore program expenditures to the 
equivalent of 20.3% of household income, 
$8.1 billion in additional revenue today 
would be required. At that level, a tax 
advantage of $1.3 billion would remain.
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These initiatives would not solve the short-term problem of the sudden 
collapse in resource revenues. Rather, they would put the budget in order so 
that, in a stable economy (i.e., by the end of the five-year horizon), Alberta’s 
public finances become sustainable. Meanwhile, the province will need to 
resort to drawing upon past savings (the Contingency Account) and deficits 
to cope with the short-term adjustments.

Related Considerations
Alberta has been both blessed and cursed by large but variable resource 
revenues. This combination has led to repeated calls for, and even efforts 
toward, diversification. Government policies to promote a more diversified 
economy are risky, likely to be relatively costly and ineffective, and would 
appear to offer diminishing benefits.86  

Diversification is sought to improve economic stability. However, the 
Alberta economy has been becoming more stable over time and, recently, 
has been comparable to that of Ontario.87 In Alberta, the volatility problem 
is more with the impact of resources on provincial government revenues. 
To illustrate, with the global financial crises and the accompanying collapse 
in energy prices in 2008 and 2009, real GDP decreased 4.75%, employment 
fell 3.9%, and household income 3.2%, but government resource revenues 
dropped from $11.9 billion to $6.8 billion (over 40%) and total provincial 
revenue slumped from $35 to $30 billion (14%). 

With government resource revenues becoming more dependent upon net 
returns in the energy sector, that volatility problem is likely to become worse. 
Government revenue management and revenue diversification is much 
more within the control of the provincial government than diversification 
of the economy. The province should focus its attention on that which it can 
control.

Provincial government saving also deserves comment. The Prentice budget 
and the accompanying 10-year strategy outlined a move to increase the 
province’s savings of resource revenues once the budget was balanced and 
the debt paid. In fact, despite popular claims in support of more saving,88 
Albertans have shown little enthusiasm for saving resource revenues if 
it meant reduced services or higher taxes.89 Despite that, there definitely 
is a strong case for maintaining a substantial stability fund (such as the 
Contingency Fund or the earlier Sustainability Fund) to aid in coping with 
resource revenue volatility.90

86  After the Lougheed and Getty 
misadventures with diversification, the 
Klein government backed away from 
policies to directly promote diversification 
of the Alberta economy. For some 
background and discussion see Edward 
J. Chambers, Jason Brisbois and 
Nicholas Emter, “I’ve Heard that Song 
Before: Henry James on Boom, Bust and 
Diversification,” Pp. 105-132 in Boom 
and Bust Again: Policy Challenges for a 
Commodity-Based Economy, edited by 
David L. Ryan. Edmonton: The University 
of Alberta Press, 2013.

87  See Bev Dahlby, Kathleen Macaspac and 
Melville McMillan, “Output Instability 
in Resource-Based and Diversified 
Economies: Alberta and Ontario,” Pp. 
59-103 in Boom and Bust Again: Policy 
Challenges for a Commodity-Based 
Economy, Edmonton: The University of 
Alberta Press, 2013.

88  See for example, Dollars and Sense: What 
We Heard, Fiscal Framework Consultations 
to Budget 2013, http://finance.alberta.ca/
publications/budget/budget2013/2013-
0121-Dollars-and-Sense-What-We-Heard-
Report.pdf.

89  See Melville McMillan, “Governments’ 
Non-Renewable Natural Resource 
Revenue Quandary or Whatever Happened 
to Alberta’s Heritage Savings Trust 
Fund?,” Managing Resource Wealth 
Plenary Session of the 32nd United States/
International Association for Energy 
Economics Conference, Anchorage, 
Alaska, July 28-31, 2013. https://
economics.sitecore.ualberta.ca/~/media/
economics/FacultyAndStaff/McMillan_
IAEE_Paper_Anchorage_revision_131231.
pdf. Also refer to Robert L. Ascah, 
“Savings of Non-renewable Resource 
Revenue: Why is it so Difficult? A Survey 
of Leaders’ Opinions,” Pp. 151-197 in 
Boom and Bust Again: Policy Challenges 
for a Commodity-Based Economy, edited 
by David L. Ryan. Edmonton: University of 
Alberta Press, 2013.

90  A case may be made for directing some 
revenues to long-term saving in a special 
situation. If the stability fund were fully 
adequate and resource revenues were 
exceptionally high, then (to avoid excessive 
spending or unsustainable tax reductions) 
it would seem reasonable to direct funds 
to the now-much-diminished Heritage 
Savings Trust Fund. For further discussion 
see Melville McMillan, “Investing for 
Alberta’s Future: Improving the Use of 
Non-Renewable Resource Revenue in 
a Resource Rich Province,” Pp. 73-82 
in Seizing Today and Tomorrow: An 
Investment Strategy for Alberta’s Future, 
edited by Roger Gibbins and Robert Roach. 
Calgary: Canada West Foundation, 2006.
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5. Conclusion
The conclusion of this report is quite straightforward. Given current 
forecasts, unless Albertans are prepared for large reductions in provincial 
expenditures and services over the next five years, taxes must be increased. 
Simply maintaining the current level of government services (which is 
already below the 20-year average) will require revenue initiatives that would 
be capable of generating $4.4 billion today. Such an increase would simply 
restore the level of taxes paid by Albertans to the pre-boom levels of the late 
1990s. 

Doing so, however, would also eliminate the need for borrowing and adding 
to the provincial debt. That is, such a revenue initiative would not only 
maintain the existing level of services, but would also overcome Alberta’s 
current structural deficit and would put the province back in a sound and 
sustainable budgetary position.91

That level of overall tax increase, in addition to the changes introduced in 
June, would approximately half the Alberta “tax advantage,” but would still 
leave Albertans paying more than $5 billion (or $1,200 per person) less 
tax relative to the next-lowest-taxed province, and about $11 billion less 
compared to the average province. 

Reduced resource revenues and the declining trend in their contribution 
to the province’s fiscal capacity imply that Alberta’s public finances are 
becoming more like those of other provinces. Still, the presence of significant 
resource revenues continues to provide a fiscal advantage.

Albertans face difficult fiscal choices. Although the governing party has 
changed, the fiscal problems remain. 

Given current forecasts, unless 
Albertans are prepared for 
large reductions in provincial 
expenditures and services over 
the next five years, taxes must 
be increased.

“
”

91  Meanwhile, while transitioning from the 
immediate crisis, the province will have 
to draw upon savings, run deficits, and 
likely trim spending in addition to gradually 
introducing new taxes.
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