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Gross debt as % of GDP: On track to reach target five years early
Highlights


The surplus for the 2017-18 fiscal year, ended last March, is revised up $1.772 billion, from the $850 million estimated in
last March’s budget to $2.622 billion in today’s Fiscal Update. Revenue is revised up $1.2 billion, thanks mainly to a
strong economy. Expenditure is revised down $565 million, mainly because of below-budget spending, notably on
municipal infrastructure projects.



The strength of the economy has prompted an upward revision of the budget outlook for the current fiscal year (2018-19)
from a balanced budget to a surplus of $1.65 billion, despite new commitments of $229 million included in the Fiscal
Update. Projections for subsequent years are a balanced budget in 2019-20 followed by surpluses rising from $150 million
in 2020-21 to $650 million in 2022-23.



The current fiscal year, 2018-19, is expected to end with program spending up 4.9% from the previous year (budget +4.7%)
but debt service down 1.2%, for reasons including accelerated debt repayment as noted below, instead of rising as
budgeted last March. The upshot is an estimated 4.3% rise of total expenditures (4.5% in the March budget). Growth of
own-source revenue is now estimated at 3.0% versus 1.7% in the budget. Growth of federal transfers is now projected at
6.7% (budget 4.4%). Total revenue growth is projected at 3.8% (budget 1.7%).



In the March budget, draws were projected from the stabilization reserve to balance the books this year and the next
two years. In the Fiscal Update these draws are eliminated.



The Update makes official three new measures for support of families and seniors (increased family allowance, new
support for low-income seniors and freeze on the additional contribution for childcare). These measures are budgeted at
$164.5 million in the current fiscal year and projected to cost $1.7 billion over five years.



Measures to stimulate business investment (accelerated depreciation of some capex, new permanent 30% additional capital
cost allowance for some capex, extension and broadening of electricity discount programs) are budgeted at $44 million in
2018-19 and projected to cost $1.6 billion over five years. An amount of $20.7 million to encourage acquisition of electric
vehicles is budgeted in 2018-19.



Real GDP, which grew 2.8% in 2017, is projected to grow 2.5% in 2018 and 1.8% in 2019. Nominal GDP, which grew 5.1% in
2017, is projected to grow 4.4% in 2018 and 3.5% in 2019.



The government confirms its intention to accelerate repayment of its market debt. An amount of $8 billion will be drawn
from the Generations Fund for this purpose during the current fiscal year. Note that the Generations Fund will continue to
receive revenues dedicated to debt reduction as provided in the Act ($2.8 billion a year, on average, from 2018-19
through 2022-23).



The government’s borrowing program for 2018-19 amounts to $12.3 billion, or $1.1 billion less than budgeted last March.
The program for 2019-20 is projected at $13.2 billion.



Gross debt as at March 31, 2018 was $201.1 billion, amounting to 48.2% of GDP. The government projects that the target
ratio of 45% of GDP will be reached in 2020-21, five years ahead of schedule.
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Surplus of $2.6 billion in 2017-18
In the Quebec budget of last March, the previous government
estimated that the 2017-18 fiscal year would end with a
surplus of $850 million.1 As established in the Public Accounts
for 2017-18, the surplus came in $1.772 billion higher, at
$2.622 billion.
Revenue was $1.2 billion higher, thanks mainly to a strong
economy. Expenditure was $565 million lower, mainly as a
result of below-budget spending, notably on municipal infrastructure projects.

Surplus of $1.65 billion projected for
current fiscal year
Last spring’s budget for the current fiscal year (2018-19) was
balanced after a projected draw of $1.587 billion from the
stabilization reserve. It is now projected that total revenue
will be $2.917 billion higher than budgeted last March. The
improvement comes mostly from own-source revenue; only
$325 million of it is attributable to federal transfers.
Program spending, meanwhile, is projected to come in $661
million below budget and debt service $248 million below
budget, of which $40 million attributable to accelerated
debt repayment (as discussed below under “Debt
management and borrowing requirements.”)
These numbers add up to an improvement of no less than
$3.826 billion in the budget balance for 2018-19. From this
total is subtracted $360 million for higher-than-budgeted
investment income of the Generations Fund, which must be
reinvested in the Fund and therefore subtracted from the
budget balance. That leaves an improvement of $3.466
billion, enough to avoid a draw on the stabilization reserve
and still show a budget improvement of $1.879 billion.
Deduct the cost of new measures announced in the Update,
and we arrive at the surplus of $1.65 billion now projected
for 2018-19, with no draw from the stabilization fund.
The revenue improvement and the debt-service cost saving
will of course carry over to future years. Despite rising program expenditures and the full-year cost of new measures,
together amounting to $1.5 billion a year, the government
can expect to balance its budget in 2019-20 and run a $150million surplus in 2020-21, again without drawing from the
stabilization reserve.

Main new measures in the Fiscal Update
The Fiscal Update announced three new initatives benefiting
families and seniors. The Family Allowance, a refundable
income tax credit intended to help taxpayers meet the needs
of their minor children, consists at present of $2,472 for the

first child and half that for the second and third. The new
measure adds $500 to the amounts for the second and third
child, at a full-year cost of $250 million.
The second measure is a $200 refundable income tax credit
for people 70 and older, effective in 2018. The credit will be
reduced at a rate of 5% starting at a household income of
$22,500 for single seniors and $36,600 for couples when one
spouse is 70 or older. Full-year cost: $102 million.
The third measure is a freeze of the additional contribution
for subsidized childcare. The cost is $11.4 million over the
current fiscal year and five subsequent years.
In the wake of measures announced by the federal government, the Update announces:
 an increase to 100% of the depreciation rate applicable as
of the first year for computer hardware, manufacturing and
processing equipment, clean energy generation equipment
and intellectual property;
 introduction of an enhanced depreciation in the year of
acquisition for all other types of investment;
 introduction of a permanent additional capital cost allowance of 30% for computer hardware, manufacturing and
processing equipment, clean energy generation equipment
and intellectual property.
These measures are projected to cost $448 million in 2019-20.
The government also announces an extension and broadening
of electricity discount programs, a measure that has no
direct effect on the budget.
Finally, the government announces $20.7 million in additional
funding for rebates on the acquisition of electric vehicles
between now and next March 31.

Debt management and borrowing
requirements
The government confirms its intention to accelerate repayment of market debt. To this end, $8 billion will be drawn
from the Generations Fund during the current fiscal year and
$2 billion early in 2019-20. These repayments are in addition
to a $2-billion repayment made early in the 2018-19 year. A
total of $10 billion in market debt will thus have been repaid
by next spring. The finance minister forecasts a saving of
$1.4 billion in debt-service cost over five years as a result of
these repayments. The contribution of the Generations Fund
to repayment of market debt will crystallize investment gains
and reduce exposure to market risk in a mature phase of the
economic cycle. The Generations Fund will continue to receive

1
Unless otherwise indicated, the budget balance is as defined
by the Balance Budget Act, i.e. after deduction of payments to
the Generations Fund.
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revenues dedicated to debt reduction as provided by the Act
(an average of almost $3 billion a year over five years).

Conclusion

The maintenance of balanced budgeting and of payment of
dedicated revenue to the Generations Fund, together with
favourable conditions, will help reduce the debt load. The
government projects that the objective of reducing the grossdebt-to-GDP ratio to 45% will be reached in 2020-21, five
years ahead of schedule.2
As of March 31, 2018, gross debt was $201.1 billion or 48.2%
of GDP. As of March 31, 2023 the ratio will be 42.0%. Gross
debt will increase $6.5 billion in absolute terms over those
five years, mainly as a result of investment in fixed assets
($14.5 billion). Investments, loans and advances will add a
further $9.7 billion over the five years, while payments to
the Generations Funds will subtract $14.2 billion. Debt will
be further reduced by $2.9 billion in budget surpluses and
$611 million from other factors.
The government’s financing program for 2018-19 calls for
borrowing of $12.3 billion, or $1.1 billion less than budgeted
in March. For 2019-20 the borrowing requirement is projected
at $13.2 billion. For the subsequent three fiscal years it will
average $20.4 billion, including an average $13.5 billion in
loan repayments.

The government acknowledges that the upbeat revisions of
the financial framework out to the planning horizon result
largely from strengthening of the economy. The government’s
contribution is to reduce debt service costs by accelerating
debt repayment. Overall, the improvement has been such
that, contrary to the projection of last March, no draw from
the stabilization reserve will be needed to balance the
budget for this year and the next two years.
Moreover, the 2017-18 surplus was higher than expected and a
surplus is now expected for 2018-19. If the latter materializes,
the stabilization reserve (consisting of cumulative surpluses
since the 2015-16 fiscal year) will reach $8.8 billion at the
end of the current fiscal year. In the event of a recession,
the Balanced Budget Act authorizes the government to run
deficits up to a total not exceeding the stabilization reserve.
The attainment five years early of the target gross-debt-toGDP ratio is an important development for the Quebec
economy. It increases the government’s options to meet
coming challenges, such as that of productivity.
Today’s projections, of course, take into account only the
measures announced in the Fiscal Update, and not all of the
government’s campaign promises. Further measures to meet
those promises would be incorporated in budgets to come.

Marc Pinsonneault / Paul-André Pinsonnault
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Gross debt is the sum of debt issued on financial markets, plus net
liabilities for pensions and other future benefits of public‐service and
parapublic employees, minus the balance of the Generations Fund.
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