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The Province of Newfoundland & Labrador is projecting a hefty $1.9 billion
surplus in FY19/20 (more than 5% of GDP), fully on the back of an accounting
move that books new future Atlantic Accord revenues in the current fiscal year.
Recall that the Atlantic Accord Review will see $2.5 billion flow to the Province
(with no restrictions on use) by 2056, with most of it front-end loaded by 2030.
Excluding this impact, the underlying deficit sits at $575 million, a touch wider than
the $522 million now expected for FY18/19—the latter is slightly smaller than the
$547 million expected in the most recent fiscal update. Looking ahead, the Province
expects the deficit to widen next fiscal year, before gradually returning to balance in
FY22/23, a timeline that is unchanged from that laid out a year ago. Net debt is
pegged at just under 40% of GDP this fiscal year, down from 45% in FY18/19—the
discounted future Atlantic Accord revenue stream reduces net debt today. Notably,
that now technically leaves Ontario with the largest net debt burden as a share of the
economy. This pre-election budget rolls out some new spending measures, but
restraint remains a theme later on. There were few major changes on the taxation
front, though the Province is phasing out the tax on automobile insurance, and
remains committed to removing the deficit-reduction (income tax) levy at the end of
this year.
Revenue, including the net income of government business enterprises and
Atlantic Accord impact, is forecast to surge in FY19/20, to $10.4
billion. Excluding the latter, underlying growth is a modest 1.3%,
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The budget estimates are also based on the assumption that the
Newfoundland & Labrador economy will rebound 4.1% in 2019
after a 2.9% decline last year. Private and public-sector capital
spending have peaked, but Hebron oil production is expected to
ramp up this year, and iron ore production should bounce after a
strike weighed on output last year. Nominal growth is expected to
run at a cooler 2.6%. Longer term, the province still faces a
challenging economic backdrop as demographics act as a drag.
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Total spending is projected to rise 1.8% in FY19/20, with debt
service costs pushing above the $1 billion mark. Longer term, total
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spending will fall gradually after this year’s pre-election bump, but the sub-$8 bln
target for total spending by FY22/23 still holds. Keep in mind that the Newfoundland
& Labrador population is contracting as well (-0.7% y/y as of 2019Q1), so this
becomes less of challenge than if growth was running strong as in most other
provinces.
The Province faces a $1.2 billion gross borrowing requirement in FY19/20 ($1.16
billion net), which is still chunky. Overall borrowing through FY22/23 totals $4.8
billion, which is down $400 million versus what was expect for the same period, a
year ago—Atlantic Accord cash flow lowers the amount. Net debt falls by $1.6
billion to $13.8 billion by the end of FY19/20, as future cash payments get booked
on the balance sheet today. That will pull the net debt-to-GDP ratio down below 40%
for the first time in five years. But, we’ll just note that the underlying deficit remains,
and net debt could resume its upward move next year.
Bottom Line: Brushing aside the accounting in this budget, the Province of
Newfoundland & Labrador still faces a challenging situation: a chunky underlying
budget deficit and sluggish economy. To be sure, the Province has come a long way
since the depths in 2015/16, but there is still work to do post-election.
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