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FISCAL AND TAX POLICY
Federal Expenditure Review: Welcome, But Flawed

by John Lester

B The federal government’s “comprehensive spending review” is a misnomer. Its
narrow focus and carve outs limit the effective coverage to about a third of program
spending.

B The review will deliver at most $22 billion in savings in 2028/29. That is not
ambitious enough. Savings of around $50 billion are required to put federal finances
on a fair and prudent path.

B To maximize the benefits of expenditure restraint, the scope of the review must
be broadened to include all spending, including measures delivered through the
tax system. The across-the-board approach must also be abandoned in favour of
reductions targeted at the poorest-performing programs government wide.

Introduction

The federal “comprehensive” expenditure review was launched in early July through letters to
ministers from the minister of finance. These letters were not made public, but various media
outlets have prepared summaries. Based on these summatries, the review aims to achieve up to a

15 percent reduction in government operating expenditures in 2028/29. The government’s definition
of operating expenditures appears to be compensation and other costs of running government
departments, agencies, and Crown corporations, and “other transfers,” defined as total transfers

less major transfers to persons and other levels of government. These expenses are almost half of
program spending forecast for the current fiscal year, but I estimate that exemptions will reduce the
coverage of the review to just under a third of program spending. As a result, the fiscal savings from
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the review will amount to about $22 billion in 2028/29, less than half the amount required to put federal finances
on a fair and prudent path.

To make up the shortfall, the scope of the review should be broadened rather than making deeper cuts to the
narrow base. The spending review should include not only all program spending but also programs delivered
through the tax system. In addition, the government should completely abandon the across-the-board approach in
favour of reductions targeted at the poorest performing programs government wide. An across-the-board approach
makes it impossible to maximize the net benefit of reducing spending because programs are not compared across
departments. This shortcoming is magnified by the narrow focus of the review, which makes it inevitable that
some of the programs cut or modified will be providing greater benefits than some of the programs untouched by
the review.

Table 1: Coverage of the Expenditure Review 2025/26 ($ billions, except as noted)

Program Spending' 528.4
Expenditure Review Base before Exemptions?
Operating Expenses 134.0
Transfers 140.6
Total 274.6
Share of Program Spending, Percent 52.0
Exemptions®
Transfers Supporting Investment 31.8
Statutory Transfers 16.4
Refundable Tax Credits* 14.6
Additional Defence Spending® 11.8
Aboriginal Land Claims Settlements 7.3
Depreciation Expense®® 6.9
Fed-Prov Labour Market Development Agreements 0.7
Other?’ 9.4
Total 98.8
Expenditure Review Base after Exemptions 175.8
Share of Program Spending, Percent 33.3
Share of Expenditure Review Base before Exemptions, Percent 64.0
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Table 2: Potential Savings from Expenditure Review ($ billions, except as noted)

2025/26 2026/27 2027/28 2028/29

Program Spending 528.4 529.7 548.3 570.0
Review Base before Exemptions 274.6 265.4 276.0 289.4
Exemptions' 98.8 97.0 99.7 108.6
Review Base after Exemptions 175.8 168.4 176.3 180.8
Weighted Average Spending Reduction Target, 6.1 8.1 12.1
percent?

Spending Reduction 10.2 14.3 21.9
Share of Program Spending, percent 19 2.6 3.8
Program Spending post review 528.4 519.5 534.0 548.0

Notes:

1. See Table 1.
2. The target rates of 7.5, 10 and 15 percent are reduced by a 2 percent rate for Defence, CBSA, and the RCMP.

It takes time to identify underperforming programs and to build political support for substantial spending
reductions. The government should therefore proceed in two stages. First, immediately apply a multi-year cap
on the day-to-day costs of running the government that would force managers to realize efficiencies in program
delivery and internal operations. Second, set up a longer-term process to identify underperforming programs and
build consensus for change.

Relatively Small Savings from the Expenditure Review

The spending review focuses on operating expenditures, but with substantial carve outs. For example, programs
that support capital investment by the private sector or other levels of government are exempt, and it appears that
transfers authorized through legislation will not be subject to review. In a disappointing lack of transparency, the
amount of spending affected by these carve outs has not been made public. I estimate that exempting transfers
that support investment reduces the review base by about $32 billion, while the carve out for statutory transfers
and refundable tax credits eliminates roughly §15 billion each (Table 1). In addition, the proposed increases in
defence spending will be exempt.

With all these carve outs, spending in 2025/26 subject to the “comprehensive” review will amount to $175
billion, which is about two-thirds of operating expenditures but only one third of program spending. While most
departments have a 15 percent target reduction in spending, the Department of National Defence, the Canadian
Border Services Agency, and the RCMP have a 2 percent target. With these adjustments, achieving the targeted
reductions would lower program spending in 2028/29 by $22 billion relative to its baseline level, or just under 4
percent (Table 2).
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A More Ambitious Target

The federal government’s latest fiscal anchor is to balance the “operating budget” by 2028/29. Under Public Sector
Accounting Standards (PSAS), government spending excludes capital outlays but includes the depreciation expense
associated with capital spending. Balancing the federal budget is therefore equivalent to balancing the operating
budget, as conventionally defined. However, the federal government is planning to depart from PSAS by redefining
capital outlays to include “new incentives that support the formation of private sector capital (e.g., patents, plants,
and technology) or which meaningfully raise private sector productivity” (Liberal Party of Canada 2025) as well as
transfers to other levels of government that support investment.

The government does not intend to change the format of its audited financial statements, so the proposed change
will create a disconnect between the two presentations of the deficit. This will cause a substantial reduction in
transparency and accountability (Robson et al. 2025). Specifically, it will justify debt financing of certain transfers
without incurring the associated depreciation expense, which removes the incentive for fiscal discipline in using
transfers to support investment. Further, since provincial deficits are also net of capital spending, removing transfers
that support investment by other levels of government from the federal deficit will distort the fiscal position of the
overall public sector. The government should continue to use the conventional definition of an operating budget.

It should also revert to its prior practice of using the debt-to-GDP ratio as a fiscal anchor and commit to
reducing the debt ratio over the forecast horizon. This recommendation is based on the view that debt-financing
of current expenditures is unfair to future generations because it harms economic performance and will lead to
higher tax rates or lower spending if debt levels become unsustainable due to an economic downturn (Lester and
Laurin 2025). Abstracting from cyclical conditions, the optimal budget deficit is therefore zero; however, achieving
this target over the next several years would be too disruptive. A prudent and fair fiscal framework would show, at
a minimum, the debt ratio edging down over the forecast horizon and heading toward its level in 2024/25 thereafter.

The pre-election status quo forecast showed deficits and the debt ratio declining over the forecast horizon (Table
3). Policies recently implemented and the initiatives in the Liberal Party election platform will almost double the
current year’s deficit and raise the debt ratio by almost 1.5 percentage points relative to the pre-election baseline. The
deficit is projected to remain high over the forecast horizon, causing the debt ratio to rise about 2.5 percentage points
over the three years ending in 2028/29, instead of falling 1.7 percentage points in the pre-election status quo forecast.

The maximum $47 billion cumulative savings from expenditure review are not enough to prevent a rise in
the debt ratio over the forecast horizon. Additional cumulative fiscal consolidation of approximately $60 billion is
required to achieve a lower debt ratio in 2028/29 than in 2025/26. The additional consolidation could, in principle,
be achieved by tax increases or further spending reductions. However, the recent election revealed a preference for
tax reductions rather than increases. Further, the US has made permanent the tax cuts implemented in Trump’s
first term, which will make increases in business taxes particularly damaging. Finally, the personal income tax
burden on Canadians was the fifth highest in the OECD in 2022."' The lower debt target should therefore be achieved
through further spending reductions (see Table 3, “Deeper cuts” scenario). This “deeper cuts” scenario would
reduce program spending as a share of GDP to 14.7 percent in 2028/29 (Table 4), which is slightly above its average
from 2014/15 to 2019/20. Program spending would be approximately unchanged from 2025/26, but would still be
9 percent higher than in 2024/25.

1 Source: the Organisation for Economic Co-operation and Development (OECD) Global Revenue Statistics Database
https://www.oecd.org/en/data/datasets/global-revenue-statistics-database.html.
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Table 3: Federal Deficits and Debt ($ billions, except as noted)

2024/25 2025/26 2026/27 2027/28 2028/29 Cumulative

2025/26-
2028/29
Pre-election status quo forecast
Deficit -50.3 -46.8 -32.7 -33.1 -29.1 -141.7
Net Debt, Percent of GDP 41.9 42.0 41.6 41.1 40.3
Shadow Budget Update Baseline?
Deficit -50.3 -92.2 -81.6 -83.2 -85.8 -342.7
Net Debt, Percent of GDP 41.9 43.4 44.5 453 46.0
Expenditure Review Savings
As Proposed 10.2 14.3 21.9 46.4
Debt Charges Savings 0.3 0.7 1.0
Deficit -50.3 -92.2 -71.4 -68.6 -63.1 -295.2
Net Debt, Percent of GDP 41.9 43.4 44.2 44.6 44.6
Deeper Cuts 25.0 33.0 50.0 108.0
Debt Charges Savings 0.7 1.7 2.5
Deficit -50.3 -92.2 -56.6 -49.4 -34.0 -232.2
Net Debt, Percent of GDP 41.9 43.4 43.7 43.6 42.9
Notes:

1."2025 Election Proposal Costing Baseline", Parliamentary Budget Officer, March 24, 2025.
2. Robson et al. (2025).
Source: Author's calculations.

Table 4: Federal Program Spending’ ($ billions, except as noted)

2024/25 2025/26 2026/27 2027/28 2028/29

Shadow Budget Update Baseline? 476.5 528.4 529.7 548.3 570.0
Percent of GDP 15.6 16.6 16.1 l6.1 16.2
With Proposed Spending Cuts 476.5 528.4 519.5 534.0 548.0
Percent of GDP 15.6 16.6 15.8 15.7 15.5
With Deeper Spending Cuts 476.5 528.4 504.7 515.3 520.0
Percent of GDP 15.6 16.6 15.4 15.2 14.7

Notes:
1. Excluding carbon rebates.

2. Robson et al. (2025).
Source: Author's calculations.
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Shortcomings of the Review Process

The expenditure review has two components. The first is to eliminate or restructure programs that are not
meeting their objectives, are not core to the federal mandate, or duplicate programming by other levels of
government.” The second component is raising the productivity of public sector employees.

The expenditure review is a narrowly focused exercise that essentially imposes across-the-board cuts
determined at the department level. This approach has the advantage of timeliness and economizing on the
scarce time of politicians and civil servants. However, it cannot maximize the net benefit from expenditure
restraint, primarily because across-the-board cuts make it impossible to eliminate or restructure the programs
that are performing poorest overall. Each department can, in principle, identify its programs that are not
meeting their objectives, but unless they are compared across departments, some programs chosen for
elimination or restructuring will be performing better than some programs retained by other departments.

The narrow focus of the review amplifies this weakness: the poorest performing programs in the review
base may be providing a higher net benefit than some of the programs outside its scope. Within operating
expenditures, the review exempts statutory programs and refundable tax credits. The latter are part of
program spending because the payment is independent of the tax status of the recipient. Statutory payments
include student loans and grants, farm income support programs, and disability payments. Refundable tax
credits include the Canada Workers Benefit, the enhanced Scientific Research and Experimental Development
(SR&ED) tax credit, and several measures that support investment in clean technology. These programs differ
from those included in the review only in that they are slightly more time consuming to change,’ so their
exclusion from the review is difficult to justify.

The exclusion of provisions supporting investment by the private sector or other levels of government
is similarly problematic.! For example, payments under the Canadian Critical Minerals Strategy are part
of transfers subject to review but are excluded because they support private sector investment. Excluding
investment-supporting programs signals that investment is a government priority, but a better approach would
have been to establish an investment expenditure “envelope” and review measures within it with an eye to
improving the effectiveness of spending through reallocations and replacement of ineffective programs.

Exempting major transfers to individuals, such as support for seniors and children, and to other levels of
government, such as the Canada Health Transfer, reduces the review base by about half. It is highly unlikely
that an objective ranking of the performance of all federal transfers would indicate that all the major transfers
are performing better than all other transfer payments, so their exclusion from the review means forgoing
opportunities for improving the net benefit of expenditure reduction.

In addition to excluding approximately two-thirds of program spending, the review does not cover programs
delivered through the tax system. Finance Canada (2025) reports that some $150 billion in tax revenue is
forgone through tax credits, special deductions, and preferential tax rates that favour specific activities and types

2 Tasker, John Paul, and David Cochrane. 2025. “Carney’s Cabinet Asked to Find ‘Ambitious Savings’ Ahead of Fall
Budget.” CBC News. July 7. https://www.cbc.ca/news/politics/ottawa-spending-cuts-1.7579022.

3 Changing statutory programs and refundable tax credits requires legislative action for each program, while changes to
many non-statutory, or voted programs, can be made at once through the Estimates process.

4  Many programs that support investment, such as the Clean Technology Investment Tax Credit, are delivered as
refundable investment tax credits.
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of income. Measures accounting for about two-thirds of this amount address problems such as the tax treatment
of savings and income paid to non-residents, which makes them more of an issue for tax reform than for a
spending review. The expenditure review should cover an estimated $54 billion in tax-based measures that are
comparable in purpose and function to direct spending programs.’ With this inclusion, the potential expenditure
review base is $582 billion, of which the “comprehensive” expenditure review covers 30 percent.

Extending the scope of the spending review to include these tax-based spending programs is important for
fairness and efficiency. Consider federal support for seniors, which comprises benefits through the Old Age
Security and Guaranteed Income Supplement programs and benefits delivered through the tax system, such as
the age credit, the pension income credit, and pension income splitting. When assessing whether the amount
of support provided to seniors is appropriate, it is important that all government measures be included and if
adjustments are deemed necessary, that the least efficient measures be adjusted first.

A second shortcoming of the review may be insufficient direction from the centre on which programs subject
to review should be eliminated because they are not core to the federal mandate, or equivalently, not aligned
with current priorities. The government has set out its priorities in the mandate letter to ministers, but they are
too general to provide guidance on which programs should be dropped because they no longer help achieve key
government objectives. The government has acknowledged this issue by setting lower targets for reductions in
defence and border security spending, as well as by excluding programs that support investment by the private
sector and other levels of government.

A Better Approach

Ideally, a targeted review of all program spending and tax-based spending would be implemented in two stages,
accompanied by an ongoing communications exercise. The first stage should be implemented now, with a
status report in the upcoming budget. It would build on existing efforts to measure and improve the efficiency
of service delivery (Canada 2025). For example, measures of efficiency, such as the total cost per passport
processed, are being developed. These efficiency measures provide a useful benchmark for assessing progress in
improving service delivery, particularly since they will be accompanied by measures of service standards.

The drive to improve service delivery should be reinforced by a multi-year cap on the day-to-day operating
costs of the federal government, excluding military personnel. More than half of these costs arise from
compensation payments and the purchase of professional services, such as consulting, used to fund departmental
operations. The cap should be restrictive enough to force managers to find ways to deliver programs and internal
services more efficiently, but realistic enough to prevent unwarranted declines in service standards. In addition to
bottom-up initiatives, options for improving efficiency should be developed and funded centrally.

The second stage of expenditure review would be targeted reductions covering all program spending and
programs delivered through the tax system. The goal of the second stage would be to reduce spending from
its baseline level in 2028/29 by about $50 billion, less the savings from the operating expenses cap and the
induced effect on operating costs from lower spending on transfers. This process will take some time. The
government should set out its expenditure plan, including projected savings from the review, in the 2026
budget. Except for cyclically induced changes in spending, the government should commit to this expenditure

5  Author’s calculations based on a detailed review of the tax expenditure accounts.

Trusted Policy Intelligence



plan for the next four years.® The ongoing results of the targeted review should be announced in budgets
starting in 2026 and ending in 2029.

The first step in this stage would be to identify and eliminate programs that are duplicating services
provided by other levels of government. The second step would be to identify and eliminate or restructure
programs that are not aligned with government priorities. This step requires direction from the centre. One
possibility would be to develop centrally defined policy envelopes and to require departments to justify the
inclusion of each of their programs into at least one envelope. A special cabinet committee would develop the
policy envelopes, review the classification of programs made by departments, and determine which programs
would be eliminated.

In a third step, departments would submit proposals to restructure or eliminate programs that are not
achieving their objectives. However, if programs are assessed against their ability to meet their objectives,
these objectives must be thoughtfully specified. Under the current performance management system, program
objectives are almost always specified in terms of the response of program beneficiaries. For example, a
business subsidy program will be deemed to have met its objectives if investment, output, or employment
increases because of the subsidy. However, that’s not a stringent test: it would be very surprising if firms didn’t
respond favourably to a subsidy. When objectives are framed in this way, very few subsidy programs fail to
achieve their objectives.

The question that should be asked instead is: Are Canadians in general richer or poorer because of the
subsidy? Unfortunately, this question is rarely asked. I have reviewed 48 evaluations prepared from 2020 to
2024 in eight departments and found that only four went beyond assessing impacts on program beneficiaries
to examine whether programs represented value for taxpayer money (Lester 2024). This means very little of the
extensive published evaluation work by departments can be used in the spending review.

Three of the four evaluations that assessed value for money used benefit-cost analysis, which is the gold
standard for such assessments. Benefit-cost analysis should be applied more widely in program evaluation,
using the assessment of the Federal-Provincial Labour Market Development Agreements by Employment and
Social Development Canada as a model of best practice. In addition to labour market development programs,
this approach could be applied to business subsidies and climate change mitigation and adaptation measures,
which have benefits and costs that can be measured in monetary terms. These programs can be ranked by their
net social benefits, allowing close comparisons of peer programs and qualitative comparisons across program
categories. Programs with benefits smaller than their costs should be eliminated or restructured to achieve a
positive net benefit. The assessment should consider how programs interact, particularly with respect to the
stacking of benefits.

As discussed in Lester (2024), social programs and other measures with a fairness goal require a more
nuanced approach because the benefits of such programs are subjective.” One possibility is to calculate a
cost-effectiveness ratio in which the numerator is some measure of the amount of income redistribution
achieved and the denominator is the fiscal cost of the measure. The income redistribution measure could be

6  See Lester (2024) for details on this proposal.

7  The extensive empirical research on the economic benefits of greater income equality is inconclusive: the impact could
be positive or negative (Baselgia and Foellmi 2022). Reliable estimates of their economic impact, whether positive
or negative, would allow programs to be ranked by their net benefits, providing a more definite basis for adding
considerations of fairness.
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an indicator of the change in the overall distribution of income, such as the Gini coefficient, or a measure
based on a comparison of top or bottom incomes with average incomes. Using this ratio to rank programs
implicitly assumes that the gross social benefits of a given amount of income redistribution do not change
across programs and that the gross social cost of the measure is proportional to its fiscal cost. Neither of these
assumptions is likely to be true, but they will be less problematic for programs with similar characteristics. The
cost-effectiveness ratio should be supplemented with information on how the program fits into other measures
providing support to the target population.

While simpler than a full-fledged benefit-cost analysis, calculating cost-effectiveness ratios can still be
resource intensive. In some cases, it may be sufficient to present information on the distributional impacts
of fairness measures, their fiscal cost, including administration expenses, and a description of program
beneficiaries. This information would allow politicians to form an evidence-based opinion on the value for
money of social programs.

Benefit-cost and cost-effectiveness analyses are more likely to contribute to the expenditure review if
responsibility, including funding, for their deployment comes from a coordinating authority. The Treasury
Board Secretariat (TBS), in consultation with departments, should draw up a list of programs to be analyzed,
develop a work program, and ensure its completion. This would allow the scope of the work to be narrowed
substantially. Programs with an economic development or climate change objective should be screened to
determine if they are addressing a market failure. A necessary condition for a program to realize a net social
benefit is that government intervention is required to obtain an efficient allocation of labour and capital.

It follows that if a program does not address a market failure, it will harm rather than help economic
performance, and that eliminating it would make Canadians richer. As a result, the evaluation task can be
substantially simplified to determining if the program addresses a market failure.

TBS should take advantage of Statistics Canada’s offer to undertake, on a cost recovery basis, the data
analysis that would be the foundation for a benefit-cost analysis of selected programs (Frenette et al. 2025).
Private sector studies already in the public domain (Lester 2013, 2017, 2021, and 2025) could also be reviewed
and used as appropriate.

Benefit-cost and cost-effectiveness analyses are imperfect evaluation tools, but they can provide
policymakers with objective evidence on the value for money of government programs. The key question is
whether policymakers will be willing to incur the wrath of voters who see a reduction in their benefits, even if
the program in question fails to provide value for money. Success is more likely if the goals and findings of the
review are communicated to Canadians in a way that builds support for change. Effective communication must
make the case for taking action to get federal finances on a fair and prudent path and carefully explain the
reasons for eliminating and restructuring programs. Expanding the scope to cover all spending, including tax-
based measures, can spread the impact of restraint more broadly across beneficiaries. The resulting perception
of fairness will make it easier to implement the restraint measures.

8  The paper includes a summary of an evaluation of the Canada Summer Jobs (CSJ) program. The key findings of the
evaluation were that CS]J participants had better labour market outcomes than non-participants and that the program
did not always reach the most vulnerable youth.
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Conclusion

The federal government’s “comprehensive spending review” falls short of its name and purpose. By excluding large
swaths of program spending through exemptions and carveouts, the review will cover only about a third of total
spending, limiting potential savings to an estimated $22 billion in 2028/29 — far below the roughly §50 billion
needed to put federal finances on a fair and prudent path. To maximize the benefits of expenditure restraint, the
review must expand to cover all areas of government spending, including tax-based measures, and shift away from
blunt, across-the-board cuts toward more strategic reductions focused on programs that deliver the least value for
money. The prospects for using the expenditure review to eliminate poorly performing programs will be greatly
enhanced by a thoughtful communications strategy.
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