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DOWNWARD REVISIONS TO TD'S ECONOMIC FORECAST
IMPLY LARGER FEDERAL BUDGET DEFICITS

Last Thursday, TD Economics released an updated
Quarterly Economic Forecast, which featured significantly
lower nominal GDP and real GDP than the assumptions
used by the Department of Finance in the January 27"
budget. We have not carried out a detailed forecast. Nev-
ertheless, one can get an idea of the impact on federal
coffers that our economic assumptions might make over
the next two years by carrying out some simple calcula-
tions.

First, wetook the difference in nominal GDP and mul-
tiplied it by the average effective tax rate (i.e., the federal
revenueto GDPratio). Thisratio currently sits at around
14.5%. Then we added to the count an estimate of the
impact of higher Employment Insurance (El) costs. Keep
in mind that the federal government froze El premiumsin
2009 and 2010, so we did not offset this expenditure by a
higher program intake.

Finally, we added theseimpactsto the deficits projected
in the January 2009 budget. The result is all-time high
deficit of $39.2 billioninfiscal 2009-10 and $42.3 billionin
fiscal 2010-11, well above thered ink of $33.7 billion and
$29.8 billion shown in the budget. Still, asashare of GDP,
the budget shortfallswill be considerably lower than the 5-
8% levels recorded during the 1980s and early 1990s. In
addition, whilethe debt-to-GDPratio will rise more steeply
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2009 2010

Real GDP Growth

TD Economics 2.4 1.3

Budget -0.8 2.4
Nominal GDP Growth

TD Economics 4.5 1.7

Budget -2.7 4.3
Level of Nominal GDP ($bn)

TD Economics 1,529 1,555

Budget 1,560 1,627

Difference -31 -72
Impact on Revenue' ($bn) 4.5 -10.5
E.l. Cost Increase ($bn) -1.0 -2.0
Total Impact on FY Balance ($bn) -5.5 -12.5
'Calculated at 14.5% effective tax rate
Source: TD Economics, Dept. of Finance Canada

than the 32.1% projection for fiscal 2010-11 presented in
the budget, it will remain well below the peak of close to
70% reached in 1995-96.
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IMPACT OF TD ECONOMICS ASSUMPTIONS ON THE FEDERAL GOVERNMENT FISCAL POSITION

(C$ billions, unless otherwise indicated)

Actual Actual Actual Actual Actual Actual Actual Actual Est. TD Projection
Fiscal Year 00-01 01-02 02-03 03-04 04-05 05-06 06-07 07-08 08-09 09-10 10-11
Budgetary balance 19.9 8.0 6.6 9.1 1.5 13.2 13.8 9.6 1.1 -39.2 -42.3
% of GDP 1.8 0.7 0.6 0.8 0.1 1.0 0.9 0.6 -0.1 -2.6 -2.7
Federal debt* 520.0 511.9 505.3 496.2 494.7 481.5 467.3 457.6 458.7 497.9 540.2
% of GDP 48.3 46.2 43.8 40.9 38.3 35.1 32.2 29.8 28.6 32.6 34.7
* Accumulated deficits. Source: Department of Finance Canada; Forecast for 09-10 and 10-11is based on TD Economics assumptions
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This report is provided by TD Economics for customers of TD Bank Financial Group. It is for information purposes only and may not
be appropriate for other purposes. The report does not provide material information about the business and affairs of TD Bank
Financial Group and the members of TD Economics are not spokespersons for TD Bank Financial Group with respect to its
business and affairs. The information contained in this report has been drawn from sources believed to be reliable, but is not
guaranteed to be accurate or complete. The report contains economic analysis and views, including about future economic and
financial markets performance. These are based on certain assumptions and other factors, and are subject to inherent risks and
uncertainties. The actual outcome may be materially different. The Toronto-Dominion Bank and its affiliates and related entities that
comprise TD Bank Financial Group are not liable for any errors or omissions in the information, analysis or views contained in this
report, or for any loss or damage suffered.
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