New Brunswick
Budget Highlights
Highlights and analysis of New Brunswick’s FY17/18 budget

February 7, 2017, 12:00 pm

Debt Tide Rising
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The Province of New Brunswick is projecting a $192 million deficit for FY17/18,
or a still-chunky 0.6% of GDP. That follows a $231 million (0.7% of GDP) shortfall
now expected for FY16/17, smaller than reported in the Q3 fiscal update as the $100
million contingency reserve was removed from the full fiscal plan. Looking ahead,
the Province does not expect to balance the budget until FY20/21, while net debt will
rise toward 42% of GDP this coming fiscal year, leaving it with one of the more
challenging fiscal environments in Canada.
There were few new major policy announcements in this budget, after last year’s
document delivered an array of tax increases (a 2-ppt increase in the sales tax; 2-ppt
increase in the corporate income tax rate; but a reduction in the top marginal income
tax rate). Despite those stiff revenues measures, firm spending growth will continue
to keep the budget balance in the red for the foreseeable future.
Total revenue is projected to grow 4.1% in FY17/18, to $9.2 billion,
led by gains in HST and corporate income tax revenue. Indeed, total
taxation revenues will rise a strong 5.5% this coming fiscal year,
while federal transfers rise modestly. Last year’s policy changes will
continue to drive firm tax revenue growth this fiscal year.
A sluggish economy has been a challenge to revenue growth in
recent years, with average growth over the past five years running at
just 0.3% per year. The economy has faced various headwinds,
including a retrenchment in capital spending and demographic
challenges such as outright declines in the population (though
growth resumed in 2016). To its credit, the Province is working with
a realistic medium-term growth projection. Real GDP is expected to
grow 0.6% this year, up slightly from 0.4% estimated for 2016, with
the weak loonie and firm U.S. demand providing some near-term
support (our call is in the same ballpark at 0.4% this year).
Meantime, total spending is projected to rise a firm 3.6% in
FY17/18, to $9.4 billion, and a healthy 2.2% in the ordinary account.
That said, results of the ongoing program review are on track to find
savings of roughly $296 million by FY20/21 through a variety of
cuts and consolidations across the public sector (note that there are
no new measures being introduced this year). Education and health
care will remain priority spending areas. Looking ahead, spending
growth will flatten beyond FY17/18, leaving average annual growth
at 1.8% through 2021. Still, with the population projected to decline
slightly (or at best, hold steady) over that period, and inflation
running just below 2%, the Province is effectively maintaining
overall spending on a real per-capita basis after this year.

Table 1

Fiscal Summary
New Brunswick (C$ mlns, except where noted)

Revenues
Expenditures
Budget Balance
Net Debt
As a percent of GDP:
Budget Balance
Net Debt
As a percent of revenue:
Debt Service
Federal Transfers
Key assumptions:
Real GDP (% chng)
Nom. GDP (% chng)

Estimate
16/17
8,826
9,057
(231)
13,997

Forecast
17/18
9,189
9,381
(192)
14,359

(0.7)
41.6

(0.6)
41.8

7.9
34.4

7.6
33.7

0.4
1.8

0.6
1.9

Source: Provincial Budget
( ) = deficit
Notes: GDP figures are for calendar year (FY17/18=CY17),
contingency reserve has been discontinued

Table 2

Borrowing Requirements
New Brunswick (C$ mlns)
New Long-Term Borrowing
Refinancing
On Behalf of NB Power
PY Carryover
Municipal Finance Corporation
Total Borrowing

16/17
762
488
300
277
131
1,958

17/18
813
980
470
—
150
2,413

A publication of BMO Capital Markets Economic Research • Douglas Porter, CFA, Chief Economist • economics.bmocapitalmarkets.com • 416-359-6372

New Brunswick
Budget Highlights
Page 2 of 2

February 7, 2017, 12:00 pm

The capital spending program points to further growth in FY17/18. Total capital
expenditures are estimated at $758 million, up 19.7% from FY16/17—transportation
infrastructure and regional development get big boosts.
Long-term borrowing requirements are $2.4billion for FY17/18, up from $1.96
billion in FY16/17 ($168 million is remaining). That includes $980 million in
refinancing maturities, $150 million for the Municipal Finance Corporation and $470
million on behalf of NB Power. Net debt is projected to increase by $362 million
to $14.4 billion by the end of FY17/18, reflecting funding needs for the deficit and
for capital spending. Net debt will push toward 42% of GDP by fiscal year-end, up
0.2 ppts from the prior fiscal year. That is now well above levels seen during the
early-1990s, and moving meaningfully above (and in the opposite direction of) its
peers in Nova Scotia and PEI.
The Bottom Line: A stiff dose of tax increases announced a year ago and some
public-sector spending cuts are offset by spending growth in other areas. That leaves
the Province facing a still-long road to a balanced budget and a high and still-rising
debt burden.
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