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Credit ratings: Manitoba downgraded to ‘A+’ by S&P
S&P slapped Manitoba with another credit rating downgrade
after the close Friday, lowering the province’s long-term rating
from ‘AA-’ to ‘A+’. The outlook on the new, lower rating is
“stable”. Manitoba’s short-term rating was also knocked down a
notch from ‘A-1+’ to ‘A-1’, which you can trace to a methodology
change S&P had previously announced (details below).
The downgrade of the long-term rating isn’t entirely shocking,
given the province had previously been on “negative” outlook.
Recall that S&P downgraded Manitoba this time last year,
lowering the long-term rating from ‘AA’ to ‘AA-’. At that time,
S&P warned that a failure to take the revenue/spending
measures needed to really rein in the deficit (and slow debt
accumulation) could result in a further downside rating
adjustment. Although the relatively new government gets credit
for taking “clear steps to improve its fiscal sustainability in the
long term”, fiscal progress is likely to be slow with Manitoba
facing “large, expenditure-driven structural deficits”. Associated
borrowing, meanwhile, is expected to keep Manitoba’s alreadyhigh debt burden “well above that of its Canadian provincial
peers”.
So Manitoba joins six other provinces in the single-A camp
according to S&P, leaving only Québec (AA-), Saskatchewan (AA)
and British Columbia (AAA) rated double-A or higher. For
reference, Moody’s currently rates Manitoba ‘Aa2’ with a
“stable” outlook, having downgraded the province a single notch
two years ago. Meanwhile, DBRS recently confirmed Manitoba at
‘A(high)’ with a “stable” outlook—a rating/outlook that’s in-line
with the new S&P assessment.

new hydro generation/transmission assets) should propel aftercapital deficits beyond 10% of revenues (on average).


These deficits will push an already high debt burden higher still.
Note that when it comes to debt, S&P fully incorporates the
liabilities of Manitoba Hydro. In other words, Hydro-related debt is
deemed “tax-supported” and not “self-supporting”, owing to the
utility’s “very high and rising leverage”. S&P also views it likely that
the province would provide the utility extraordinary support in the
event of financial distress.



From S&P’s vantage point then, Manitoba has the highest debt
burden of all the provinces, with the ratio of tax-supported debt to
operating revenue expected to exceed 300% by fiscal 2020. We
would note, however, that an alternative approach of looking at
provincial net debt-to-GDP would place Manitoba closer to Ontario;
that is, above average, but by no means the highest debt burden in
the land. Clearly, various measures of government debt tell quite
different stories—just ask Alberta—and when it comes to S&P’s
formal methodology, Manitoba is wearing a “very high” and rising
debt load.



The province benefits from significant budgetary flexibility, while a
majority mandate eases the practical constraints around
implementation of fiscal recovery measures. The province boasts a
diversified and wealthy economy. Although Manitoba’s broad
economy insulates against sector-specific shocks, there’s still an
exposure to commodity prices, alongside risks posed by US trade
protectionism, weaker global demand and climate-related
damages/disruptions. As always, the very predictable and well
balanced institutional framework is a noted strength in Manitoba, as
it is in every other provincial jurisdiction.



Liquidity is deemed “adequate”, bolstered by “strong access to
capital markets”. Liquidity is expected to remain sufficient to cover
at least 40% of annual debt service over the coming years. The
characterization of liquidity has some important implications for the
short-term rating. As per S&P’s new approach for linking short- and
long-term ratings, for those issuers with a ‘A+’ long-term rating,
liquidity must be considered a key strength in order to warrant a
top-notch short-term rating. Since Manitoba’s liquidity is not
considered a key strength, S&P applies its “standard mapping”,
whereby the ‘A+’ long-term rating equates to a short-term rating of
‘A-1’. So, as we saw with Ontario last month, the downgrade to the
short-term rating reflects changing methodology perhaps more than
anything else.



Finally, the “stable” outlook on the ‘A+’ long-term rating
incorporates an expectation that fiscal results gradually improve (as
the government moves forward with its recovery plan) and that
liquidity remains adequate (>40% of annual debt service). Under a
downside scenario, ratings could come under pressure if
revenue/spending targets were missed or if liquidity was drawn
down notably. Alternatively, an upgrade would require a notable
and consistent improvement in budgetary performance (i.e., aftercapital deficits <10% of total revenues) and a more moderate capital
plan that allowed for a “winding-down” of the tax-supported debt
burden (<270% of operating revenue).

More detailed rating considerations


The downgrade stems from weak budgetary performance. As per
S&P: “The downgrade reflects the large, expenditure-driven
structural deficits currently facing Manitoba.”



Manitoba’s government, in power for a bit more than a year, has
pledged to balance the budget by 2024. This year’s budget laid out
details of a deficit-elimination strategy, including a focus on wage
growth restraint and public sector restructuring. Although these
measures are expected to bolster the medium term outlook, core
funding for health/education has expanded and the budget did not
introduce significant revenue-raising measures. Indeed, the
indexation of personal income tax brackets and an as-yet-unfulfilled
pledge to lower the provincial sales tax rate by 1%-pt by 2020 could
be viewed as leaning the other way. Thus, S&P sees Manitoba’s
ability to hit its revenue targets hinging on continued economic
performance.



S&P anticipates a “gradual” fiscal turnaround, with the base-case
scenario seeing modest operating deficits through fiscal 2020.
Meanwhile, a large capital spend (focused on the development of

[Outlook “Stable”]
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