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A Balanced Approach to Deficit Reduction

Fiscal Year 10/11

Manitoba’s FY2010/11 budget takes a balanced approach to deficit reduction against a still-

fragile economic backdrop, offering modest spending growth and some tax/user fee
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increases. The Province is projecting a $545 min summary deficit in FY2010/11,
slightly improved from an estimated $555 min deficit in FY2009/10, with the latter unchanged
from the Q3 update. The Province will lean on its Fiscal Stabilization Account for $129 min.

Longer term, the Province is anticipating four years of deficits before returning to a $185 min
surplus in FY2014/15. Starting at 1% of GDP, Manitoba’s deficit will remain relatively small,
and a moderation in spending growth combined with a looming economic recovery should

Fiscal Outlook
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Total Revenue 12,502 12,720 13,119
Core Government 10,042 10,218 10,514
Other Entities 2,460 2,502 2,605

Total Expenditure 13,057 13,265 13,567
Core Government 10,644 10,755 11,037
Other Reporting 2,413 2,510 2,530
Summary NetlIncome (555) (545) (448)
Source: Provincial forecasts
Total Spending
(y/y % chng)
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allow the province to grow its way back into the black.

Total revenues are projected to rise 1.7% to
$12.7 bIn in FY2010/11, with income tax receipts
rising just 0.5%. This reflects the fact that the
economic recovery is still in its early stages, which will
limit the bounce-back in personal and corporate
income taxes in the coming year. Meantime, some very
modest tax changes will add $8.6 min to revenue, the
largest being an increase in the tobacco tax. Most prior
tax reduction initiatives will continue to roll out, with
the biggest FY2010/11 impact coming from the
business sector—e.g. the Mineral Exploration Tax
Credit and elimination of Small Business Corporate
Income Tax rate—but the reduction of the general
corporate tax rate to 11% (from 12%) will be
postponed. All told, tax changes (from this and prior
budgets combined) will shave $18.8 min from revenue
in FY2010/11. Federal transfers will total $4.1 bin, 1.3%
above the prior fiscal year.

Total spending is projected to rise 1.6% to $13.3
biln in FY2010/11, led by a 5.6% jump in education
and 4.8% increase in health care. This reflects a
marked slowdown from the 6% annualized growth
seen over the prior four years. While the Province will
continue to spend on education and health, cuts
elsewhere (e.g. negotiating a public-sector wage
freeze) will allow overall spending growth to slow to
1.8% per year over the forecast horizon. This restraint
would leave inflation-adjusted spending flat over the
next five years, and represent a modest contraction of
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about 0.7% per year on a real per-capita basis. The Province will invest $1.8 bin in
infrastructure and capital renewal in FY2010/11, with a continued focus on
transportation, social housing and health care.

Total borrowing requirements are expected to be $3.4 bln in FY2010/11, with $1.3
bin reflecting refinancing. Net debt will rise $1.7 bin to $14 bin, lifting the net debt-to-GDP
ratio 2.4 ppts to 26.8%—that’s higher than its neighbours to the west, but still comfortably
below Ontario and Quebec.

Manitoba’s diverse economy has quietly weathered the recession relatively well.
Real GDP likely contracted a modest 0.3% in 2009, representing the shallowest downturn in
Canada. Manitoba is also well-positioned for the emerging recovery, with the economy
expected to advance 3.0% this year and a further 3.1% in 2011 (the Province is forecasting
achievable growth of 2.5% and 3.0%). While nonresidential construction growth will
moderate, ongoing large-scale investments (e.g. Manitoba Hydro) will continue to provide
economic support over the medium term. Meantime, manufacturing and trade have already
begun to turn up, and should return to solid growth as the global economic recovery takes
root, while the agriculture and mining sectors provide good long-term growth potential.
Population growth has also picked up in recent years, and is now running ahead of the
national rate for the first time since the early-1980s. This is a marked shift that should
continue to drive growth in retail sales and housing demand.

The bottom line: Manitoba's well-diversified economy and solid recovery prospects,
combined with some spending discipline, should allow the Province to grow its way out of
what is a relatively small deficit.
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