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New investments mean one year delay in return to balance
Highlights


New Brunswick bettered its key fiscal targets in 2017-18 and by a non-trivial margin. The outgoing fiscal year’s deficit looks
to be coming in $77 million below target, at $115 million or 0.3% of GDP, while net debt is climbing by a smaller-thanplanned amount.



Ahead of September’s general election, the government is using the 2018 budget to make investments in three priority
areas: youth employment, seniors and economic competitiveness. There were no new taxes or fee increases.



So there’s $73 million of new, targeted spending and a previously pledged cut in the small business tax rate (to 2.5% as of
April 1st). The result is a deficit of $189 million for 2018-19—larger than the outgoing year or what was telegraphed in the
2017 budget.



As a share of GDP, the coming year’s deficit works out to 0.5%. That’s hardly an outsized budget shortfall, but the new
investments outlined today mean the province is delaying its return to balance by one year, to 2021-22. All told, the fouryear cumulative deficit from 2017-18 to 2020-21 is up $195 million vs last year’s medium-term plan.



Net debt is expected to increase $372 million to $14.47 billion in 2018-19, with the resulting net debt-to-GDP ratio largely
unchanged at a snick below 40%. That debt ratio places New Brunswick towards the higher end of the provincial spectrum.



There’s $2.458 billion of gross borrowing flagged between now and the end of 2018-19. That’s comprised of $2.308 billion
for the province and NB Power (inclusive of nearly $200 million of remaining funding tied to 2017-18) and an additional $150
million for NB MFC.



After 2017’s 1.3% expansion, real GDP is expected to advance by 1.1% this year—largely in-line with consensus expectations.
Nominal GDP growth is pegged at 2.5% for 2018. Both real and nominal growth step down longer-term, pulled lower by
demographic headwinds tied to a relatively older population.
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New investments in priority areas
Ahead of a September general election, New Brunswick’s
government used its 2018 budget to outline new investments
in three priority areas—youth employment, seniors and
competitiveness. These investments will result in a larger
deficit in the year ahead, relative to a notably better-thanplanned result for 2017-18 or the preliminary fiscal projection
set down a year ago. It also means a one year delay in the
return to balance, to 2021-22.

Economic competitiveness — $25 million to spur
competitiveness and protect what is “one of the most exportdependent provinces” in Canada. The focus here is on
enhanced productivity, growing exports and accelerating
innovation. New investments in some cases build on earlier
commitments.
From a departmental perspective, total expenditures are set
to grow ~2.5% in 2018-19, keyed by health, education and
tourism.

Near-term fiscal trajectory

Delaying return to balance by 1 year

For 2017-18, New Brunswick appears increasingly well
positioned to better its original budget target. The latest
estimate for the outgoing year puts the deficit at $115
million, equivalent to a relatively modest 0.3% of GDP. That’s
a non-trivial improvement of $77 million compared to last
year’s plan, benefiting from firmer corporate income tax
receipts and additional sales tax revenue. The province did a
nice job holding spending largely in-line with plan in 2017-18.

When it comes to the medium-term outlook, New Brunswick
is projecting fiscal progress in each of the three years from
2019-20 out to 2021-22.

Having undertaken new investments in this budget, New
Brunswick puts the 2018-19 deficit at $189 million (or 0.5% of
GDP). There were no new tax taxes or fee increases. In fact,
top-line revenue growth will be held to 1.8% in the year
ahead, expanding slower than nominal GDP due to a cut in
the small business tax rate to 2.5% effective April 1st (a move
announced back in November). Elsewhere, the budget
assumes a near-5% gain in personal income tax revenue,
relative to a downwardly adjusted 2017-18 base. Sales tax
revenue draws support from employment/person income
growth. A larger equalization entitlement, meanwhile,
accounts for the bulk of the increase in total federal
transfers, which comprise roughly 36% of ordinary revenue in
2018-19.
The budget includes $73 million in new targeted investments
designed to bolster economic competitiveness, spur youth
employment and aid seniors. Here’s where NB is headed on
each of these three priority areas:
Youth employment — $28 million to help tackle an
“unacceptably high youth unemployment rate”. This includes
additional money for a Youth Employment Fund, summer jobs
for post-secondary students, measures to retain graduates,
and promoting awareness of available programming;
Seniors — $20 million across a range of programs to “help
seniors stay engaged, active, and independent in their
homes”. New Brunswick has the oldest population in Canada,
and the government is clearly mindful of the financial and
economic pressures brought about by population aging;

Specifically, the province anticipates running a $124 million
deficit in 2019-20. The deficit is expected to shrink to $79
million in 2020-21, before returning to surplus in 2021-22 ($69
million in the black). Over that three-year period, the budget
assumes average annual revenue growth of 2.4% against <1.5%
average annual gains in total spending. That’s a fairly
restrained spending profile (i.e., it’s a contraction in real, per
capita terms), particularly in the final year of the plan, when
nominal expenditure growth slows to just 0.65%.
Overall, budget 2018 sees New Brunswick taking an extra year
to get back in balance compared to the prior budget plan. For
the entire four-year period ending 2020-21, the cumulative
deficit is up $195 million vs budget 2017 (total deficit of $507
million now vs $312 million combined shortfall previous).

Stable debt ratio, manageable funding
Consistent with 2017-18’s budgetary improvement, New
Brunswick should record a smaller increase in net debt vs the
original plan. Net debt is estimated to end 2017-18 at $14.1
billion, up $272 million vs the prior year and equivalent to a
snick under 40% of GDP. That places New Brunswick at the
higher end of the provincial spectrum debt wise.
Debt projections are limited to the upcoming fiscal year, and
here, an enlarged deficit and additional investments in tangible
capital (vs the outgoing fiscal year) translate into a $372 million
increase in net debt. Note that as a share of GDP, New
Brunswick estimates the net debt burden will be little changed,
holding just a touch below the 40% threshold.
As for term funding requirements, the province has
telegraphed $2.458 billion between now and the end of 201819. To be precise, that includes $2.308 billion for the province
and NB Power, inclusive of the roughly $200 million that
remains against the outgoing year’s program. If you’ll forgive a
bit of rounding, this ~$2.3 billion is split roughly a third, a third,
a third between net new government requirements, provincial
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refinancing needs and requirements for NB Power. (As a
reminder, the province borrows on behalf of NB Power and onlends proceeds.) For completeness, NB Municipal Finance
Corporation has gross requirements of $150 million in 2018-19.

Sustained growth for an older economy
The budget is based on a realistic economic scenario. Real GDP
is estimated to have grown 1.3% in 2017, two tenths below the
private sector average (which tended to drift higher over the
course of the past year). For 2018, the budget assumes 1.1%
real GDP growth, largely in-line with the private sector
average. The economy looks to be supported by rising
employment and gains in various resource sectors. Mining will
get a lift from new production sites, while a sturdy US housing
market is good news for the forestry sector (notwithstanding
softwood lumber duties). Fishing and agriculture are likewise
slated for growth. Nominal GDP growth is forecasted at 2.5% in
2018. Like real GDP, nominal growth can be expected to

moderate longer-term, pulled lower by the demographic
pressures linked to an aging population.
Private sector investment looks to be a drag in 2018, as major
project work winds down. Public sector infrastructure
investment is, however, an important offset and a noted driver
of long-term growth for this relatively older province.
Meanwhile, the legalization of cannabis will provide a modest
positive economic benefit in 2018. As for risks, the budget
doesn’t shy away from the demographic challenges posed by
an aging population. US trade protectionism fears are likewise
on the radar screen (rightly so), with related uncertainty
risking exports and business investment. More positively, NB is
positioned to benefit from freer trade with Europe longerterm, while a prospective tungsten mine could likewise bolster
the long-term outlook.

Warren Lovely
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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.
National Bank Financial Inc. or an affiliate thereof, owns or controls an equity interest in TMX Group Limited (“TMX Group”) and has a nominee director serving on the TMX
Group’s board of directors. As such, each such investment dealer may be considered to have an economic interest in the listing of securities on any exchange owned or
operated by TMX Group, including the Toronto Stock Exchange, the TSX Venture Exchange and the Alpha Exchange. No person or company is required to obtain products or
services from TMX Group or its affiliates as a condition of any such dealer supplying or continuing to supply a product or service.
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
National Bank of Canada Financial Inc. (NBCFI), a broker-dealer registered with the U.S. Securities and Exchange Commission and a member of the Financial Industry Regulatory Authority
(FINRA), and a member of the Securities Investor Protection Corporation (SIPC), is distributing this Report in the United States. NBCFI operates pursuant to a 15 a-6 Agreement with its
Canadian affiliate, NBF Inc.
This Report has been prepared in whole or in part by personnel employed by non-US affiliates of NBCFI that are not registered as broker/dealers in the US. These non-US personnel are
not registered as associated persons of NBCFI and are not licensed or qualified as research analysts with FINRA or any other US regulatory authority and, accordingly, may not be subject
(among other things) to FINRA restrictions regarding communications by a research analyst with the subject company, public appearances by research analysts and trading securities held
in a research analyst account.
The author(s) who prepared these Reports certify that this Report accurately reflects his or her personal opinions and views about the subject company or companies and its or their securities,
and that no part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this Report as to the securities or companies.
NBF compensates the authors of this Report from a variety of sources, and such compensation is funded by the business activities of NBF including, Institutional Equity and Fixed Income
Sales and Trading, Retail Sales, the correspondent clearing business and Corporate and Investment Banking.
Because the views of its personnel may differ, members of the National Bank Financial Group may have or may in the future issue Reports that are inconsistent with this Report, or that
reach conclusions different from those in this Report. To make further inquiry related to this Report, United States residents should contact their NBCFI registered representative.
This document is intended for institutional investors and is not subject to all of the independence and disclosure standards under FINRA rules applicable to debt research
Reports prepared for retail investors. This Report may not be independent of the proprietary interests of NBF, NBCFI, or their affiliates. NBF, NBCFI, or their affiliates may
trade the securities covered in this Report for their own account and on a discretionary basis on behalf of certain clients. Such trading interests may be contrary to the
recommendation(s) offered in this Report.
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.

