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More action = larger deficit, as BC eyes partial recovery in 2021
By Warren Lovely


Economic outlook: For planning purposes, British Columbia assumes a 6.2% contraction in real GDP for 2020, giving way to 3.0%
real growth in 2021. For both years, growth rates have been set notably and intentionally below the private sector consensus, which
is -5.2% for this year and +4.5% for next year. Think of this as one level of prudence incorporated into BC’s fiscal framework. Nominal
GDP—historically the better proxy for own-source revenues—is due to advance by 3.9% in 2021, partially recovering the 6.0% hit
sustained this year. The provincial unemployment rate, which had been holding at less than 5% pre-virus, is expected to average
9.3% in 2020. Job creation, already in evidence, should see the jobless rate ease to 8.1% in 2021 (full-year average). Notwithstanding
a generalized improvement in the outlook vs. a Q1 update, the economic environment remains highly uncertain, particularly in light
of resurgent virus case counts.



Updated 2020-21 fiscal picture: BC now puts the 2020-21 deficit at $13.6 billion, inclusive of a $1 billion forecast allowance and
contingencies in excess of $1 billion. The latest deficit figure represents an $851 million deterioration relative to Q1 and for obvious
reasons remains in a different league relative to original Budget 2020 guidance, where a modest surplus had been projected
before the full-extent of COVID-19 pandemic was understood. For additional context, note that the NDP re-election platform had
signaled a $15 billion deficit for 2020-21, after factoring in new spending promises. In a sense then, today’s deficit tally is an
improvement vs. the budget balance flagged on the campaign trail. As it stands, British Columbia’s deficit is equivalent to 4.7% of
GDP, not far from the weighted provincial average for 2020-21 (with Alberta at the high end of the spectrum and New Brunswick
currently telegraphing the smallest relative shortfall). Today’s mid-year update does not provide guidance on future fiscal years.



Revenue outlook: Total revenue is up $1.4 billion from Q1 estimates, with the improvement traced to a variety of sources. A
significant increase in real estate transactions has resulted in extra property transfer tax revenue. Meantime, an improved
household income picture has contributed positively to income tax revenue. Net results at provincial Crowns look more buoyant.
Importantly, that includes a material improvement at ICBC (the provincial auto insurer), where $410 million in net income in turn
reflects lower claims/fewer accidents (presumably the upshot of reduced traffic as more people work from home) and a recovery
in investment losses. Additionally, there are extra federal transfers relative to Q1, the latest boost capturing support to safely return
students to classrooms (which is fully offset on the spending side). For Canada’s provinces, the stabilizing impact of extraordinary
federal support shouldn’t be overstated. In BC’s case, federal transfers are slated to jump >$3.1 billion or fully one-third in 2020-21
compared to the prior fiscal year. The resulting federal transfer share of total revenue goes from 16% in 2019-20 to 22% in 2020-21.
As an aside, resource revenue isn’t nearly the driver here as it is in some other provincial jurisdictions, comprising just 3.6% of total
revenue in 2020-21. All told, while the revenue picture is brighter than in Q1, total revenue still looks to be off 2.1% year-on-year.



Expenditure outlook: Total provincial spending has been set $2.3 billion higher relative to Q1, surging almost 20% year-on-year.
The extra outlays vs. Q1 are primarily tied to supplementary enhancements to BC’s COVID-19 action plan. There, an extra $2 billion
allocation brings the total appropriation for the pandemic response and economic recovery to $7.04 billion (about 2½% of GDP).
As noted in the deficit comment, updated expenditure figures include $1.066 billion in untapped contingencies, more than half of
which is set aside to cover unforeseen spending pressures and the balance notionally earmarked to support new collective
bargaining agreements.



Debt burden: Consistent with the larger deficit tally, British Columbia’s preferred debt measure—taxpayer-supported debt—will
grow at a faster rate than projected in the Q1 update. Having added $744 million vs. Q1, this debt measure is projected to end
2020-21 at $60.5 billion. The corresponding debt-to-GDP burden is pegged at 20.8%, unchanged from Q1, owing to an economic
upgrade (i.e., a larger denominator). Expressed differently, taxpayer-supported debt works out to just under 110% of total revenue,
a slight improvement from Q1. As we’ve heard repeatedly from governments across Canada and abroad, the large deficits left in
the virus’ wake mean debt burdens have moved up fast, but low interest rates are keeping debt very affordable. In BC’s case, the
taxpayer-supported interest bite (net of sinking fund interest) works out to just 3.3% of total revenue—an historically low reading
and down somewhat from Q1 despite the extra debt.



Borrowing requirement: Accompanying the revised fiscal picture is fresh guidance on long-term funding requirements. BC now
estimates its gross borrowing requirement for 2020-21 at $19.4 billion—more than double what Budget 2020 predicted due to the
large-scale fiscal re-write. A portion of that gross requirement, $3.7 billion, has been met via internal financing sources and/or
increases in short-term borrowing. Meanwhile, the province has been active in debt capital markets, securing $10.6 billion in longterm debt—the vast majority of which (97%) taking the form of Canadian dollar public bond offerings. All this leaves BC with just
over $5 billion to fund over the balance of the fiscal year, inclusive of $1 billion forecast allowance that may not be needed. The
province has guided that a portion of the remaining financing could be satisfied via the short-term market. At this point, the
“strategic target” for remaining long-term issuance is ~$3 billion, an amount that we believe British Columbia could readily secure
from either domestic or international markets before the fiscal year is out (i.e., 31-March-2021).



Long-term credit ratings (latest rating report/action date in parentheses):
S&P: AAA, Negative (14-May-20) | Moody’s: Aaa, Stable (15-May-20) | DBRS: AA(high), Stable (21-Apr-20) | Fitch: AAA, Negative (30-Jul-20)
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Conclusion
This is the first fiscal update for new Finance Minister Selina Robinson, who was named to post following a recent provincial general
election. BC’s public finances still show all the tell-tale signs of what has been a tumultuous year: own-source revenue declines (even
if the outlook is somewhat better vs. Q1); extraordinary spending levels as the government rushed out extensive stimulus to help the
vulnerable and support the provincial economy; a dramatic recasting of the budget balance, from a modest surplus in an early year
budget to a $13.6 billion shortfall equivalent to 4.7% of GDP; a notable increase in the debt burden and extra borrowing. Saying all that,
British Columbia arguably entered the pandemic from a position of absolute and relative economic and fiscal strength. In other words,
there’s greater scope to absorb an economic and fiscal shock here than in some other provincial jurisdictions. While having jumped
higher, the provincial debt burden remains more modest by provincial standards (although credit rating agencies consider all provinces
to be more heavily indebted than many international peers). Moreover, as should come as no surprise, debt remains highly affordable,
with domestic and international bond holders continuing to express confidence in the BC name, as evidenced by relatively tight credit
spreads (vs. GoC and credit market peers). The province’s residual funding needs look imminently manageable to us, given
demonstrated access to debt capital markets and still-elevated levels of liquidity in global financial markets. While the health and
economic situation remains highly uncertain, BC has maintained its practice of incorporating meaningful prudence. We look to Budget
2021 for direction in terms of the fiscal recovery path this province aims to walk, including potential guidance on longer-term priorities
and preferred fiscal anchors.
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General
This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of
National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may be
subject to change without notice. The information is current as of the date of this document. Neither the author nor NBF assumes any obligation to update the
information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis and
interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this Report
constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual
circumstances. In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any
due diligence or analytical work required by you in making an investment decision.
This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.
National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.
Canadian Residents
NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its affiliates may also be
contrary to any opinions expressed in this Report.
NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases
and/or sales of these securities from time to time in the open market or otherwise. NBF and its affiliates may make a market in securities mentioned in this
Report. This Report may not be independent of the proprietary interests of NBF and its affiliates.
This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.
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UK Residents
This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of
investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice. NBF and/or its
parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may
have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as
market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker
with respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount
invested. Past performance is not a guide to future performance. If an investment is denominated in a foreign currency, rates of exchange may have an adverse
effect on the value of the investment. Investments which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about
their value or the extent of the risks to which they are exposed. Certain transactions, including those involving futures, swaps, and other derivatives, give rise to
substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for
distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority). Persons who are retail clients should not act or rely upon the
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for
the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.
This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 71 Fenchurch Street, London, EC3M 4HD.
NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.
U.S. Residents
With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by the Financial
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact
their NBCFI registered representative.
This report is not a research report and is intended for Major U.S. Institutional Investors only.
This report is not subject to U.S. independence and disclosure standards applicable to research reports.
HK Residents
With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”)which is licensed by the Securities and Futures
Commission (“SFC”) to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers,
NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume
any loss suffered by you in reliance of such information.
The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)). If
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus
for full details.
There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which
are managed by NBCFMA or its affiliates that may purchase or sell such securities and instruments.
No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) hold
themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public.
Copyright
This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information,
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF.

