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‘Show me your [budget update] and I’ll show you mine’
By Warren Lovely

The UK’s much-anticipated budget update (aka ‘Autumn Statement 2022’) has arrived, providing an opportunity to compare and contrast
with mid-year snapshots from the Government of Canada and Ontario. Apologies to our friends across the pond, but these comparisons are
hardly the most flattering. It might just surprise you where fiscal/financing revisions are arguably most favourable (hint: Ontario). Then again,
maybe it won’t since fiscal budgetary traction and debt containment have been relatively impressive at the provincial level for some time now.
Let’s start with the UK update, which His Majesty’s Government concedes “comes at a time of significant economic challenge for the UK and
global economy”. Despite reversing most of the ill-timed measures in September’s Growth Plan, there’s still a hefty budgetary imbalance. The
UK update outlines £558 billion in cumulative net borrowing over the five years ending 2026-27—more than double the tally in March’s budget
(Chart 1). We won’t suggest that all is rosy in Canada. Rapid-fire rate hikes are working their way through the system, with sentiment souring.
Downside scenarios can hardly be dismissed. Still, baseline assumptions entail net positive budgetary adjustments for both the GoC and
Ontario vs. spring budgets (Chart 2). Improved fiscal profiles imply scope for a quicker return to balance and mean less debt to carry/finance.
It’s on debt servicing where recent developments are particularly noteworthy. A record £120 billion UK debt service bill will consume nearly 12%
of revenue in 2022-23 (Chart 3). As per the UK’s Office for Budget Responsibility (OBR): “increases in debt interest spending… are not just large
but also take hold quickly, reflecting a significant increase in the sensitivity of the debt stock to changes in interest rates and inflation”. Note
that index-linked gilts, which comprise barely 20% of the UK debt stock, will temporarily account for ~60% of debt interest this fiscal year.
There’s interest-rate (and inflation) sensitivity at the Government of Canada too, where average debt charges are now tracking ~15% higher
than in the budget. More interest consumes valuable fiscal resources to be sure, but a relatively low(er) debt stock makes the adjustment to
higher borrowing costs more manageable for Canada’s sovereign. As for Ontario, the C$55.6 billion cumulative interest bill from 2021-22 to
2024-25 is no higher than in April’s budget. It’s here where Ontario’s recent budgetary consolidation pays dividends. Meanwhile, the province’s
long-standing focus on locking in for longer also means less immediate pressure when borrowing costs move up. For the record: Higher debt
servicing costs tied to previously issued inflation-linked debt are not, on their own, a sufficient argument for ditching real return bonds. In our
opinion, this type of product still has merit, including as an anti-inflation signal and market-based indicator of long-term inflation expectations.

Chart 1: Still-heavy UK net borrowing (despite ditching tax cuts)
UK gov’t net financial balance (i.e., negative values = net borrowing)
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Chart 2: Fiscal revisionism (it’s advantage Canada, really Ontario)
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Chart 3: Shifting interest bite particularly noteworthy

Chart 4: Dissecting the UK’s record interest bill
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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
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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.
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before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.
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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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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
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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
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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
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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 70 St. Mary Axe, London, EC3A 8BE.
NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.
US 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
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This report is not subject to US independence and disclosure standards applicable to research reports.
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for full details.
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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.

3

